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e In the Record e 


Employment, Output and Markets 


We are growing—and fast. In anno domini 1955 the 
American economy is almost as large again as it was in 1939, 
about 35% larger than in 1946, and is (based on second- 
quarter rate of output) about 5% to 6% larger than in 1954. 

According to this month’s Business Highlights, “in terms 
of real output, the upswing of the past nine months apparently 
ranks among the fastest expansions on record; and the 1954— 
1955 annual increase, when it is duly set down in the Com- 
merce Department’s records next February, will evidently 
exceed the gain in any postwar year except 1950 and 1951.” 

What all this means in terms of employment, the business 
cycle, and the long-term growth of American markets is 
presented under the title of “Cycle and Trend,” starting 
on the next page. 

ee e@ 


Canada Builds Houses 


How long can Canada’s current buzzing housing activity 
continue ? What, in other words, are the forces on which it 
thrives and the strength of those forces ? 

Last year, the “remarkable strength in residential construc- 
tion made an important contribution to the quick checking 
of Canada’s recession, and acted as a powerful stimulant to 
business recovery in the latter part of last year.” 

Housing activity has been particularly vigorous during the 
past three years, and last year reached a record-breaking 
total of 100,000 units. * 

Our regular quarterly review of business conditions in 
Canada gives the full housing story, beginning on page 258. 


Saving—and Dissaving—Over Five Decades 


Since economic growth is basically financed by saving, the 
questions of who saves, and how much, are among the most 
important matters in the whole field of business analysis. 
Individuals, you and I, do most of the saving. But other 
economic units save too—farmers, unincorporated and cor- 
porate businesses, and governments. Among these sectors, 
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some—like the Federal Government—spend more than they 
make. (And, of course, within the sectors the same holds true.) 


An historical perspective on saving and the relation of 
saving to income for the past half century are provided in 
the article beginning on page 240. 


What's Happening to Manufacturing Costs? 


Manufacturing expenses were at about the same propor- 
tion of the sales dollar last year as they were over the previous 
four years. This seems to be the general experience of the 
106 companies participating in this month’s survey of busi- 
ness practices. The present ratio is expected to hold over 
the next two years—even, according to some of the com- 
panies, against the expectation of diminishing sales. 


But some of the firms, which report that consumers have 
been demanding, and getting, a steady increase in quality 
requirements, say that the trend of giving more for the sales 
dollar will continue over the next few years. 


See page 250 for the full report on this survey, including 
more than two pages of tables. (A survey of selling and 
distribution cost trends was published in the April issue, 
on page 142.) 


More Acres, Richer Yields, Bigger Surpluses 


The Commodity Credit Corporation currently has an in- 
vestment in price-supported commodities totaling $7.2 billion. 
This is fully five times as large as three years ago. The most 
money is tied up in three: wheat, corn, cotton. 

This problem of heavy agricultural surpluses has been 
receiving the attention of Congress, and the farm states are, 
of course, particularly concerned. As the article beginning on 
page 268 indicates, it’s nothing new to have surpluses—as 
witness the agricultural history of post-World War I. But 
what is new is our capacity to produce. The current situation, 
with emphasis on wheat, corn and cotton, is viewed in 
long-term perspective in “Acreage, Output and Surpluses.” 


CYCLE AND TREND 


The expansion of 1955 owes much to the longer-term growth 
of American markets 


N THE SECOND quarter, gross national prod- 
I uct—the nation’s total output of goods and 

services—was at about a $377-billion annual rate. 
The increase from the first to the second quarter— 
about $7 billion—was approximately as large as the 
increase from the fourth quarter of 1954 to the first 
quarter of 1955, which, in turn, was about as large 
as the increase from the third to the fourth quarter 
of 1954. 

In nine months, the annual rate of GNP has thus 
climbed more than $20 billion—a pace which, it 
might be noted, was exceeded in 1946, in the 1949- 
1950 recovery, and in the expansion following the 
steel strike of mid-1952. In the earlier two of these 
prior periods, however, the upswing of gross product, 
measured in current dollars, was amplified to a de- 
gree by a concomitant rise in prices. (In 1946, the 
rise in gross product was owing entirely to price in- 
creases.) 


A FAST RECORD 


In terms of real output, the upswing of the past 
nine months apparently ranks among the fastest ex- 
pansions on record; and the 1954-1955 annual increase, 
when it is duly set down in the Commerce Depart- 
ment’s records next February, will evidently exceed 
the gain in any postwar year except 1950 and 1951. 
Assuming that real output in 1955 as a whole will 
average at about its second-quarter rate—an assump- 
tion that allows for a moderate further rise in the last 
half—the American economy this year is almost pre- 
cisely twice its size in 1939; about 35% larger than in 
1946; 2%-3% larger than in 1953, and 5%-6% larger 
than in 1954. 

The rapid rise in the rate of national output since 
late 1954 has recently been working a slow but steady 
change in the complexion of the labor market. Since 
late January, total unemployment, as measured by 
the Census Bureau, has declined from about 3.3 
million to about 2.5 million, or from about 5.3% of 
the labor force to less than 4%. By May, Census un- 
employment was about 800,000 below a year ago, and 
the volume of temporary layoffs (not considered un- 
employment in the Census count) had been cut by 
almost 60%. Between late January and early June, 
the insured unemployment count of the Bureau of 


Employment Security declined almost steadily, at an 
average rate of about 60,000 per week. By the latter 
date, insured unemployment was 1 million below a 
year ago, and only about 200,000 above the low level 
prevailing during the peak of the 1953 boom. 


MORE THAN A SEASONAL PICKUP 


These figures do not yet lend themselves to sen- 
sational reporting since much of the improvement in 
the unemployment count reflects normal seasonal 
movements. But there are a number of other indi- 
cations that the labor market has digested much of 
its unemployment reserve, and has begun to take 
on some of the hypertensive characteristics of full 
employment. In March, and again in April, the quit 
rate in factory employment exceeded the layoff rate, 
for the first time since the summer of 1953. The most 
recent BES survey of labor availability by individual 
labor markets shows a continuing shift toward bal- 
anced labor supply, and away from labor surplus. 
(Between mid-March and mid-May, the number of 
major labor markets showing a pronounced labor 
surplus, as classified by BES, fell from forty-three to 
thirty-five.) In May, universities throughout the 
country were finding that their June graduates were 
outnumbered two or three to one by job oppor- 
tunities. 

And those at work have been working harder, or 
at least longer. In May, average hours worked in 
durables manufacturing rose to 41.7 hours, the high- 
est level since the early spring of 1953. On a season- 
ally adjusted basis, the workweek in durables fac- 
tories is now about as high as it has been at any time 
in the postwar period; in nondurables, it is close to 
the peak rates established in late 1950 and early 1951, 
although it is generally below the levels of the soft- 
goods boom years of 1946 and 1947. 

The level of the workweek in manufacturing indus- 
tries has an obvious bearing on the trend of employ- 
ment and unemployment. In late 1953, as average 
hours worked sank lower and lower, it was clear that 
further declines in total manufacturing activity were 
bound to show up increasingly in unemployment. 
Similarly, as recovery began in late 1954, it was 
clear that for several months the required additions 
to man-hour input would be achieved primarily by 
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The Boom in Sharp Focus 


Quarter-to-quarter changes in the annual rate of gross national product and components in billions of dollars. 
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lengthening the workweek, and only secondarily by 
adding to the work force. Now that hours worked 
are again in the area of their general maximum, 
any further expansion in manufacturing activity 
should draw heavily upon the unemployment figure. 
Between September, 1954, and May, 1955, the indus- 
trial production index rose fifteen points, with an addi- 
tion of only 700,000 workers; from here on up, each 
additional point in the Federal Reserve index may 
involve a direct addition of about 80,000 to factory 
employment. 

During the summer months, the labor force, em- 
ployment and unemployment statistics undergo rapid 
seasonal fluctuations. This is a result of: (1) the 
annual influx of students and agricultural workers 
into the work force; and (2) a sharp rise in agricul- 
tural employment as harvesting of crops moves to- 
wards its seasonal culmination in the fall. In most 
recent years, the net effect of these two offsetting 
factors has been a rise in unemployment—the Census 
seasonal index for unemployment assumes a 17% in- 
crease from May to July. A small rise is possible this 
year, even assuming a continuation of the business 
expansion. (In 1950, when midyear marked a sharp, 
in fact violent, expansion in business conditions, un- 
employment in July was slightly higher than in May. 
In the fall, of course, unemployment dwindled rapidly 
under the force of Korean rearmament and antici- 
patory buying by consumers.) 

In the period from July to October, unemployment 
usually shrinks sharply, as agricultural harvesting 
activity and general industrial activity reach a sea- 
sonal peak. The Census unemployment index assumes 


a decline of 25% in unemployment between mid-July 
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and mid-October. If unemployment were to move 
just seasonally in the next several months, it would 
amount to only 2.2 million in October. 

What is striking about the current situation is that 
we have come this close to full employment, with 
only a moderate rate of inventory accumulation. 
While the number of unemployed is now higher than 
in 1951, 1952 or 1953, the percentage of the labor 
force whose output is now devoted to the final de- 
mands of business, consumers and government ap- 
pears to be about as high as at any time in the 
postwar years. Other things being equal, any sig- 
nificant increase in inventory demand between now 
and October, with its concomitant effect on total 
production, could thus reduce unemployment below 
2 million, and restore the labor market to something 
like the extreme tightness which prevailed in the 
years of Korean hostilities. 

This does not mean that a rise in output in the 
last half would quickly run into an effective limit in 
the form of labor shortage. Judging from past post- 
war performance, a heavy draft on industrial facili- 
ties could reduce unemployment by perhaps another 
million, and there would still be a small amount of 
leeway in hours worked. It does suggest, however, 
that a further rapid rise in the last half of the year 
would be associated with an increasingly inflationary 
economic environment, in which unit costs, and there- 
fore selling prices, would be subjected to considerable 
upward pressure. 


INFLATIONARY FORCE IN THE FOURTH? 


Granting the confused state of our seasonally ad- 
justed measures of business activity—particularly 
with regard to the pattern of automobile production 
and sales—it seems now to be the consensus of analysts 
that general business indicators will move approxi- 
mately sideways during the third quarter, and that 
there may well be a considerable further advance in 
the fourth quarter of the year. If this consensus 
turns out to be substantially correct, the fourth 
quarter may also mark a new and much more severe 
test of the pattern of price stability which has pre- 
vailed at raw material, wholesale, and retail levels 
for roughly three years. 

What distinguishes all of this from anything that 
might be called idle speculation is the strength 
evident in business conditions in recent months. For 
those analysts who, by dint of hard concentration, 
have been able to banish worries about the automo- 
bile and housing markets, the second-quarter GNP 
statistics, in particular, offer some convincing evidence 
that at midyear the 1955 boom is still far from old. To 
crib a Churchillian phrase, the second quarter seems 
to mark not the beginning of the end of a boom, but 
rather the end of the beginning. 

During the quarter, the expansion of total activity 
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was widely distributed—much more widely than in 
the previous two quarters of expansion. Measuring 
from the third quarter of 1954 to the fourth quarter, 
the growth in GNP was heavily concentrated in: 
(1) a major shift of inventory demand from liquida- 
tion to stability; and (2) an expansion of personal 
consumption expenditures. Government demand was 
still subsiding; so was fixed business investment (non- 
residential construction, plus producer durables). In 
the first quarter, the rate of business investment sta- 
bilized, and government demand began to rise. In 
the second quarter, inventory demand, personal con- 
sumption, business investment, and government de- 
mand were all rising, with no single component clearly 
dominant. In the second quarter, the share of the 
total increase in gross national product accounted for 
by the change in inventory demand was evidently no 
larger than in either of the two preceding quarters, 
and perhaps smaller.! 


STRENGTH INTO WEAKNESS 


What were the two strengths of business six months 
ago are now, in typical business-cycle fashion, its two 
main weaknesses. The recent trend of housing starts 
suggests that, in the third quarter, residential building 
outlays, on a seasonally adjusted basis, may fall sig- 
nificantly below the second quarter. And automobile 
production schedules now call for a cutback of 
roughly 25% in the quarterly rate of assemblies. But 
the general concurrence of uptrends in all major 
sectors of demand in the second quarter has led most 
analysts to the conclusion that further improvement 
in total operating rates is likely over the short term. 

The momentum of the 1955 recovery, together with 
the fact that at mid-1955, business stands again within 
hailing distance of full employment, is providing 
grounds for American businessmen to take another 
thoughtful look at their postwar environment. 

Given the structure of today’s economy, with the 
necessity of a $40-billion annual investment in na- 
tional security, as well as the endless investment de- 
mands for residential and nonresidential construction 
facilities imposed by rapid population growth, most 
postwar business adjustments necessarily take place 
in the neighborhood of full or nearly full employment? 
Is each recession to be mild, and each mild recession 
to be followed by a relatively rapid expansion to new 
highs? 

Characteristically in the postwar period, forecasters 
here and abroad have overestimated the depth of 
American recessions, and underestimated the pace of 
the ensuing recovery. They have been forecasting 
more or less symmetrical cycles, unaffected by long- 
term trends. In mid-1954, for example, the opinion 

1At this writing, any estimate of inventory change in the second 
quarter must be largely intuitive. What data exist suggest some 


slowing of accumulation at retail, offset by a rise in manufacturers’ 
stocks. 
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GNP has increased 7 % per year since 1946. 
In real terms, the rise has been only 4% 
per year and only 2% on a per capita basis 
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was widespread that, since the 1953-1954 decline was 
shallow, the 1954-1955 expansion would probably be 
mild. This formulation begged the question of why 
the recession had been mild in the first place. A year 
ago, the answer to this question usually was in terms 
of built-in stabilizers, supplemented by tax reduc- 
tion. A further explanation should perhaps now be 
added; namely, that the business cycle itself was be- 
ing distorted by a sharp, upward slope in the long- 
term trend of the American economy. 

This further explanation has the advantage of help- 
ing to explain (retrospectively, of course) the rapid 
recovery, as well as the shallow decline, of the 1953- 
1955 cycle. 

To bring these questions down to their current 
relevance: is the 1955 recovery a vigorous cycle ex- 
pansion, or a mild expansion superimposed on vigor- 
ous longer-term growth? Is today’s automobile mar- 
ket badly inflated by the cycle, or is it a much closer 
measure of the normal level of postwar automotive de- 
mands than the business analyst, with his habitual 
concentration on the short term, has yet recognized? 

Answers to these questions will be a long time com- 
ing, particularly since long-term growth rates by defi- 
nition require historical perspective before they can 


238 


be measured with any confidence. But a few simple 
statistics on the growth of American markets shed 
some light on what has been happening in the past 
few years—especially since the end of actual fighting 
in Korea. 


FIVE MILLION MORE PERSONS 


Since the peak of the 1953 boom, Americans have 
grown more numerous by almost 5 million, or over 
4%. The civilian labor force has increased by about 
2 million, or over 3%, and aggregate productivity by 
perhaps 5%.1 Assuming no important change in man- 
hours per employee, the full-employment capacity of 
the American economy may thus have increased about 
7% since 1953, and the same proportionate employ- 
ment of the work force as was experienced in 1953 
might now yield a gross national product somewhere 
around $390 billion. 

The average quarterly growth in GNP suggested 
by this computation is between $3 billion and $4 
billion per quarter, in current prices. Rough as it 
is, the dimensions of this rise check closely enough 
with the conclusions reached by the staff of the Joint 
Committee on the Economic Report, in its “Potential 
Economic Growth of the United States During the 
Next Decade,” and with other studies of the long- 
term outlook. 

This amounts to saying that par for American 
economic activity has been rising at an extraordinar- 
ily rapid rate over the past several years. The point 
could be illustrated in many ways. In mid-1955, for 
example, the stock of automobiles on the road is ap- 
proximately 48 million; in mid-1953, it was 43 million. 
Assuming a ten-year replacement cycle, the normal 
automobile market is now some 500,000 units bigger 
than it was even two years ago. In mid-1955, the 
rate of real personal consumption expenditures is ap- 
parently about 6% higher than in mid-1953: on a per 
capita basis, it is only 2% higher. Plant and equip- 
ment expenditures of manufacturing corporations in 
1955 will evidently be about as big as in 1953. But 
the net book value of plant and equipment of all 
manufacturing corporations is now some 15% higher, 
and the annual rate of depreciation allowances for 
manufacturing corporations is up almost 25%. Total 
industrial production is now a shade above its peak 
of mid-1953; on a per capita basis, it still falls short 
of the 1953 record by about 3%. Even assuming a 
significant further advance in gross product in the 
last half of 1955, per capita real product this year will 
probably fall slightly below the level of 1953. 


1The actual rate of increase in productivity during the years since 
the end of the Korean war is very much an open question. While 
there is ample evidence that output per man-hour has increased 
rapidly in individual industries, there has also been an important 
change in the national product mix. In general, the composition of 
output has evidently shifted toward lower-productivity industries, 
which has tended to dampen the rise in aggregate productivity. 
The estimate used here is believed to be reasonable, but it is based 
partly on intuition. 


It is true that in the intervening two years there 
has been a massive redirection of American output, 
toward consumption goods and away from defense 
goods. But given the increase in the number of con- 
sumers, a mere 2% rise in per capita consumption has 
been sufficient to take the additional consumption 
goods off the market. 


FOR CYCLICAL UNDERSTANDING 


It seems clear enough that such freehand correc- 
tions for the rapid secular growth experienced by 
American business during the postwar years would 
make postwar business-cycle history a lot more in- 
telligible. It would, for example, make the 1949 
“pause” resemble a recession; and it would make the 
1954 mild recession more impressive. By the same 
token, it would make the 1955 recovery somewhat 
less sensational, and it would lend much more respec- 
tability to the current $377-billion annual rate of 
gross national product. 

None of this is intended to give the impression 
that 1955 is not a year of business-cycle revival, or 
that the snapback of business since the fall of 1954 
is Just so much healthy long-term growth. It does 
suggest, however, that until the long-term expansion 
of the American economy runs out of steam, or is 
dampened by a particularly severe bout of recession, 
it is neither surprising, nor particularly ominous that 
a business-cycle recovery should bring business to and 
beyond its former peak. Nor is it particularly sur- 
prising, in the light of the substantial investment de- 
mands associated with the current rate of long-term 
growth, that the peaks themselves occur in the neigh- 
borhood of full employment. 


Asert T. SomMErRS 
Dwision of Business Economics 
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Arterial Facilities—Contains a summary of the analysis 
and recommendations emanating from the Joint Study 
of the Triborough Bridge and Tunnel Authority and the 
Port of New York Authority regarding links in the ar- 
terial highway system of the New York-New Jersey 
Metropolitan area. The Triborough Bridge and Tunnel 
Authority and the Port of New York Authority, New 
York, 1955. 


National Income and Social Accounting—Exposition of 
the theory of national income measurement as practiced 
especially in the United Kingdom but also in the United 
States, together with a discussion of the relationship 
between national income and input-output, as well as 
a national balance sheet. By Harold C. Edey and Alan 
T. Peacock. Hutchinson’s University Library, New York, 
1955. $2.40. 
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SELECTED BUSINESS INDICATORS 


1954 Percentage Change 
Item Latest Month } Latest Month 
May over over 
Month Ago Year Ago 
Production and Business Activity— 

Industrial production total (S)............. 1947-49 = 100 138 136 135 125 +1.5 +10.4 
Durable goods (S)..................0008- 1947-49 = 100 153 |r 150 148 186 +2.0 +12.5 
Nondurable goods (S)................... 1947-49 = 100 126 |r 125 |r 124 117 +0.8 +7.7 
TIMET ONS (Sy elec vs Pes iol hse en ei tes 1947-49 = 100 120 |r 120 |r 121 111 0 +8.1 

Consumer durables (S)!.................-. 1947-49 = 100 145 143 139 119 +1.4 +21.8 

Mi achine. C0018? A5,<ciay./soryoeede tee sas 1945-47 = 100 180.7 |r 180.1 202.5 270.3 +0.3 -33.1 

Construction contracts awarded, residential4} million dollars 1,011 1,070 990 825 -5.5 +22.5 

Construction contracts awarded, other’. .... tnillion dollars 1,174 1,252 1,145 1,100 -6.2 4+6.7 

ietarl’sales (S)i9. . SP 2Gae, oe million dollars n.a 15,247 |r 15,060 14,242 +1,.2 +7.1 

Retail inventories (S)4.................00. million dollars n.a 22.770 |r 22,590 23,350 +0.8 2.5 

Department store sales (S)................ 1947-49 = 100 117 119 113 108 = Ly +8.3 

Department store inventories (S)*.......... 1947-49 = 100 n.a 123 123 120 0 +2.5 

Manufacturing sales (S)................... million dollars n.a 26,092 |r 25,976 23,681la +0.4 +10.2 

Manufacturing inventories (S)*............ million dollars n.a 43,268 |r 43,332 44,4950 -0.1 -2.8 

Manufacturing new orders (S) (R)......... million dollars n.@ 25,945 26,482 22,317 —2.0 +16.3 

Manufacturing unfilled orders (R)4......... million dollars n.@ 47,723 48,2381 52,311 -1.1 -8.8 

Carloadings, total®..........0.......0025. thousand cars 761 691 656 672 +10.1 +13.2 

Carloadings, miscellaneous®................ thousand cars 383 371 363 343 +3.2 +11.7 

Prices, Wages, Employment— 

Basic commodity prices*.................. 1947-49 = 100 89.2 90.0 89.2 92.8 —0.9 -3.9 

Wholesale commodity prices, all........... 1947-49 = 100 109.9 110.5 110.0 110.9 —0.5 -—0.9 
ACIS Perey eg eS th El. Ota tarctamcard 1947-49 = 100 91.3 94.2 92.1 97.9 =$.1 -6.7 
HTTAUSLPIAL Persea eae ox Gece e akties soe Sales 1947-49 = 100 115.5 115.7 115.6 114.5 —0.2 +0.9 

Consumers’ price index................... 1947-49 = 100 114.2 114.2 114.3 115.0 0 -0.7 

Harm parity price ratio................5..: 1910-14 = 100 87 87 86 90 0 -8.3 

Nonagricultural employment.............. thousands 55,740 55,470 54,785 54,297 +0.5 +2.7 

Rinemployment {janie siete: ce). aids thousands 2,489 2,962 3,176 3,305 -16.0 -94.7 

Factory employment..................... thousands 12,879 |r 12,828 |r 12,778 12,394 +0.4 +3.9 

Average weekly hours worked, manuf’ing. . .|| number 40.7 40.2 40.6 39.3 +1.2 +3.6 

Average hourly earnings, manufacturing. .. .|| dollars 1.87 1.86 1.85 1.81 +0.5 +3.3 

Personal income (S)’.............0..0.000- billion dollars n.a@ 295.6 |r 294.6 284 +0.3 +3.9 

Finance and Government— 

Bank debits, outside New York City®....... million dollars 68,928 66,161 71,764 59,118 +4.2 +16.6 

Peusiness IOANS’s.. «.chrectact. estes sinh Wavcieleteere: sia mnillion dollars 22,675 22.517 92,465 22,005 +0.7 +3.0 

Consumer instalment credit outstanding“... .|} million dollars n.a. 23,513 22,974 23,468 +2.3 +0.2 

Privately held money supply*.............. billion dollars n.d. 207.4 205.3 197.3 +1.0 +5.1 

Federal haavet receiptares4$.2.. 900 cee million dollars 4,438 3,732 9,741 3,592 +18.9 +23.6 

Federal budget expenditures............... million dollars 5,356 5,228 5,894 5,203 +2.4 +2.9 

Defense expenditures..................... million dollars 3,549 3,477 3,924 3,537 +2.1 +0.3 

Federal budget surplus or deficit, cumulative") million dollars -7,552 | —6,634 —5,138 —6,453 ee Ag 

iOutput of major consumer durables abate g of 22 daily spot market prices aApril, 1954 n.a.Not available 
*Shipments 7Annual rate pPreliminary rRevised 

337 eastern states 8888 centers R Series revised 

4End of month SAverage of Wednesday figures § Adjusted for seasonal variation 

‘Average weekly 10From July 1 to end of month indicated 


Sources: Association of American Railroads; Bureau of Agricultural Economics; Bureau of Labor Statistics; Department of Commerce; F, W. Dodge Corp.; Federal Reserve; 
National Machine Tool Builders Association; Treasury Department; Tum ConrmrENce Boarp 
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NEW PERSPECTIVES ON SAVING 


r THE PROCESS of saving and investment is fun- 
damental to long-term economic growth, since 
it is through additions to capital stock that the 
economy increases its efficiency and productivity. A 
half-century perspective on saving has now been pro- 
vided in “A Study of Saving in the United States,” 
by Raymond W. Goldsmith.1 
The wealth of data which Goldsmith mined and re- 
fined makes it possible to see the contribution of sav- 
ing to growth from two vantage points: 


1. The share of current income which each eco- 
nomic group contributes to total national saving;? 
and 


2. The channels through which savings flow as 
they are invested in the nation’s stock of capital. 


SAVING TOTALS LOOM LARGE 


Over the fifty-three years from 1897 to 1949, na- 
tional saving amounted to $345 billion, an average of 
$6.5 billion per year? 

Three abnormal periods stand out during the half 
century—the two war periods (1917-1918, 1942-1945) 


and the years of great depression (1930-1933). While . 


saving was positive during World War I, the other 


1Princeton University Press, 1955, two volumes. This path- 
breaking study sponsored by the Life Insurance Association of 
America will be mined for years to come by business analysts. Only 
one aspect of saving, its relation to growth, will be touched upon 
here. The reader is urged to examine for himself the wealth of mate- 
rials presented, with hundreds of lengthy statistical tables. Data 
are furnished to enable the analyst to calculate saving under many 
definitions, to include certain items, or to exclude them, as the 
probleni requires. 

‘National saving” includes saving by corporations and govern-~ 
ments, as well as personal saving. 

’Saving is defined here in the same sense as in the national accounts, 
with two major and interesting exceptions. First, Goldsmith’s say- 
ing estimates include saving in the form of consumer durable ex- 
penditures, in much the same way that business saving includes 
producer durable expenditures. Second, depreciation allowances are 
calculated on a replacement cost, rather than an original cost basis, 
as is the present practice in the official national accounts published 
by the Department of Commerce. Since the price level generally 
was on the uptrend during the first half of this century, using re- 
placement cost depreciation reduces the amount of national saving 
in the form of durable expenditures. The effect of including consumer 
durables in saving is discussed below. 

A further difference between Goldsmith’s treatment of saving and 
the Department of Commerce definition is the inclusion of saving in 
the form of social security reserves in the personal sector instead of 
the government sector. 

Throughout, consideration has been given here only to the so- 
called standard social accounting concept. For other possible saving 
concepts, such as business accounting and cash flow, the reader is 
directed to the origina] source. 
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two periods were characterized by substantial dis- 
saving—when consumption exceeded income. If these 
years are excluded, national saving over the period 
1897-1949 was higher by almost $20 billion, amount- 
ing to a grand total of $364 billion. 


LONG-RUN TRENDS 


Total national saving over five decades, however, 
hides long-run movements which are perhaps more 
important than the global sum. Annual data, while 
marked by many ups and downs, disclose four basic 
periods of national saving (see chart). 


|. From the turn of the century, saving rose steadily, 
reaching a peak in the 1920's. 


2. Saving in the depressed 1930's was frequently 
negative; only in 1937 did it reach a sizable positive 
figure. In other words, national growth was actually 
halted during those years. 


3. During the early World War Il years, saving was 
positive as the economy expanded and the country 
tooled up for the massive military effort to come. In 
the later war years, national saving was negative, as 
military consumption rose with peak wartime expen- 
ditures. 


4. Only with the postwar years did national saving 
again exceed the previous high of the 1920's. Adjusted 
for price changes, the postwar level of national saving 
is considerably reduced, but still remains significantly 
higher than in any earlier period. In current prices, 
average saving during 1946-1949 was 148% above 
1922-1929; after price adjustment, it was 77% higher. 


When adjustment is made both for price and popu- 
lation changes, an important historical contour of na- 
tional saving emerges (see chart insert). Saving was 
fairly stable during the first two decades of the cen- 
tury, rising notably during the 1920’s. It then fell 
sharply during the 1930’s and war years. Since the 
war, after a hiatus of sixteen years, per capita deflated 
saving has once again resumed the pattern of acceler- 
ated growth first evident in the 1920’s. 


WHO DOES THE SAVING? 


While the concept of national saving is a useful 
one for a general consideration of saving (the Gold- 
smith estimates are the first that have been prepared 
on a comprehensive and historical basis), it is also 
interesting to examine what groups have accounted 
for the saving over the first half of the present cen- 
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tury. For this purpose, six major economic sectors 
can be distinguished: 


. Farmers 

. Other individuals 

. Unincorporated business 

. Corporate business 

. State and local governments! 
. The Federal Government! 


The sum of the first three comprises the total of per- 
sonal saving, the aggregate typically used in most 
previous discussions of saving. 


SO Ct & 09 TO = 


Individuals Save the Most 


Over the first half of the twentieth century, it seems 
clear that individuals, other than farmers, have ac- 


Saving by government is calculated on the basis of changes in 
the balance-sheet position—assets minus liabilities. Assets include, 
among other items, public construction, equipment, investment in 
real property, inventories, and liquid assets. Liabilities include 
federal, state, and local debt. Throughout, depreciation allowances 
are calculated on a replacement cost basis. Saving through durable 
military assets is excluded: it is “both controversial in theory and 
subject to a wide margin of error of estimation.” 


National Saving in the United States, 1897-1949 
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counted for the bulk of national saving (see chart). 
Excluding abnormal periods (1917-1918, 1930-1933, 
1942-1945), private individuals have accounted for 
70.6% of national saving. The second largest saver 
group was corporate business, which was responsiblé 
for 16.7% of the total. Following, in order of relative 
size, were state and local governments, with 8.0%; 
unincorporated business, 3.5%; and agriculture, 3.1%. 
Saving by the Federal Government over this period 
was actually negative, -1.8% of total national sav- 
ing. 

Individuals, other than farmers, were positive savers’ 
throughout the entire period. This record was at- 
tained by only one other major saver group, state 
and local governments. In dollar terms, post-World 
War II saving by individuals slightly exceeded’ sav- 
ing during the years 1942-1945. And of all the major 
saver groups, individuals were the only ones that 
continued the upward trend evident in the earlier 
decades. che Ri 

Saving: by farmers and unincorporated businesses 
was surprisingly small prior to World War II. In 
fact, agricultural saving during the 1920’s was smaller 


BILLION 
DOLLARS 
45. 


1946 20 
“1938 -1945 -1949 


-15 
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Source: R. W. Goldsmith, “Study of Saving in the United States” 
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than for the other groups, and in the depression years 
1930-1933 managed just to push over the zero saving 
line. Farmers achieved their highest saving during 
the war years 1942-1945, and in the postwar years 
almost maintained the wartime rate. 

Unincorporated business saving was sizably posi- 
tive only in the war years 1942-1945. In the depres- 
sion years 1930-1933, it was the only group in the 
personal sector whose saving was actually negative. 
In the postwar years, unincorporated business saving 
was once again sharply reduced and represented the 
smallest contribution to national saving of the six 
groups under consideration. 


Corporations and Governments 


Saving by corporate business conformed to expec- 
tations. Such saving was negative throughout the de- 
pression years 1930-1933. Postwar corporate saving 
increased sharply to new record levels. 

State and local government saving has been char- 
acterized by striking stability, but it, too, was sharply 
reduced in the depression years 1930-1933. 

Saving by the Federal Government has been greatly 
affected by the experience of the two world wars, with 
dissaving in World War II dominating national sav- 
ing during those years. The levels of federal saving 
in 1946-1949 were higher than those of state and local 
governments for the first time in the half century 
under review. 


SAVING-INCOME RATIOS 


Intensive analysis of the saving process must go 
beyond consideration of the absolute totals, interest- 
ing though they may be, and search out the relation- 
ship of saving to income. Attention will be focused 
on the long-run movements in the saving-income 
ratios of the major saver groups. The periods 1915- 
1921, 1930-1938, and 1942-1945 will be omitted be- 
cause of the unusual influence of wars and serious 
depression. 

The national saving-income ratio (the relationship 
of saving to net national product?) has shown remark- 
able stability over the first half of this century, apart 
from periods of war and great depression (see chart). 
It is significant that there has been no tendency for 
the saving rate to rise as the economy expanded, de- 
spite the predictions formulated by certain econo- 
mists. 

Two diverse but equally dire points of view have 
been expressed in the past concerning the flow 
of national saving. On the one hand, it was asserted 
that, with rising levels of business activity and in- 
comes, saving would increase relative to consumption. 
The decline in consumption would dry up investment 
opportunities just as saving mounted. And the ex- 


Defined as gross national product, minus depreciation and other 
capital consumption allowances; or, conversely, national income 
plus excise and other indirect taxes. 


cess of saving over investment would inevitably lead 
to economic stagnation. 

On the other hand, fears have been expressed that 
lack of saving would result in unfulfilled investment 
opportunities and stunt economic growth. 

Plodding the middle ground between these precipi- 
tous alternatives, saving has constituted a relatively 
stable proportion of income over this long period. 
This stability in the saving-income ratio is rather 
remarkable, if only because of the vast changes in 
the fiscal system affecting all segments of the econ- 
omy. Despite the introduction of the personal and 
corporate income taxes, with their obvious impact on 
saving, national saving has matched the growth in 
income. 


Individuals' Ratio: Long-run Stability 


The stability in the national saving-income ratio 
results primarily from stability in the saving-income 
ratio of nonfarm individuals—that is, the ratio of 
saving to disposable income (see chart) . 

Preliminary estimates of personal saving (includ- 
ing farm and nonfarm unincorporated business) for 
the period 1950-1952 suggest that this stability of 
saving on the part of the personal sector was main- 
tained over those years. This remarkable constancy in 
the individual’s saving-income ratio is one of the 
most significant findings among the wealth of data 
presented by Goldsmith. 

Changes in personal income-tax rates in postwar 
years evidently did not affect the stable trend of the 
saving-income ratio. Since the income tax takes its 
largest bite from upper-income groups who do most of 
the saving, maintenance of the saving rate over the 
post-World War II years suggests that individual 
saving has a deeply rooted systematic basis. 


Saving Excluding Consumer Durables 


This picture of stability in recent years is modified, 
however, when the concept of saving is narrowed to 
exclude saving in the form of consumer durable 
goods. Expenditures on consumers’ durables have 
increased sharply in the postwar years, even in rela- 
tion to incomes.1 When they are excluded from sav- 
ing, the saving-income ratios are reduced to a level 
somewhat below the long-run experience, again apart 
from the war and deep depression years. 

This affords at least one clue to the paradox of a 
saving ratio unaffected by the bite of personal income 
taxes. Such taxes may have lowered personal saving 
(in the narrower sense), but may have been counter- 
balanced by increasing purchases of consumer dur- 
ables, which are distributed more evenly among con- 
sumer units than the impact of personal income 
taxes. 


1See the November, 1954, Business Record, pp. 432-441. 
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Saving by Major Economic Groups, 1897-1949 
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Reading the chart across for each of 
the economic periods indicated enables 
comparison of the composition of na- 
tional saving according to major saver 
groups. Reading the chart down for 
each major group provides the trend 
of its saving over time. 
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The saving-income ratios for the other saver groups 
do not exhibit the same tendency toward stability 


as for nonfarm individuals. In the case of farmers, : 


for example, the ratio (saving as a percentage of 
farm disposable income) was either small or negative 
in the “normal” prewar periods (see chart). After 
World War II, however, it rose to a level slightly 
higher than for nonfarm individuals. The farm pros- 
perity of the earlier postwar years apparently en- 
abled farmers to save at a significant rate for the first 
time since the turn of the century, apart from the 
abnormal] rates attained in World War II. In conse- 
quence, farmers have recently been able to finance a 
larger part of their own investment than during the 
early 1920's. 

The saving-income ratio of unincorporated business 
(saving as a percentage of unincorporated business 
income, before taxes!) presents an opposite picture 
(see chart), in that the saving ratio of recent years 
has been lower than prewar experience. The most re- 
cent available ratio was also much smaller than the 
comparable figures for farm business and nonfarm 
individuals. 

Corporate saving-income ratios (corporate saving 
as a percentage of corporate disposable income) were 


1There is a certain ambiguity in the Goldsmith definition of un- 
incorporated business saving. Such saving is calculated only in the 
forms of business assets and liabilities. No attempt was made to 
calculate taxes paid by unincorporated business on its business in- 
come. All income taxes paid by these entrepreneurs were allocated, 
by default, to nonfarm individuals. 


generally higher than the comparable ratios for all 
the other saver groups (see chart). Most recently, 
the corporate saving rate was at an all-time high, 
even exceeding the war periods. 

That the corporate saving-income ratios are high 
is not too surprising. Business invests heavily in 
plant and equipment, and prefers, or is perhaps re- 
quired, to rely in large part on its own saving. This 
is apart from the use of depreciation allowances, since 
corporate saving, as defined here, is on a net basis. 

An additional clue to the record corporate saving- 
income ratios of the postwar years may be found in 
the higher rate of corporate income taxes. The high 
rate of capital investment, and of retained earnings 
required to support it, has taken place despite the 
impact of higher taxes which reduced corporate dis- 
posable income (the denominator of the saving- 
income ratio). Thus, the rise in the corporate saving 
rate reflects in part the determination of corporate 
enterprises to expand capacity and to finance expan- 
sion out of their own earnings. 

The government saving-income ratios (govern- 
ment saving as a percentage of revenues) all exhibit 


‘considerable divergence (see chart), but in every 


case—federal, state, and local—the post-World War 
II ratios were sharply below the rates of the 1920's. 


COMPOSITION OF PERSONAL SAVING 


Up to this point, the emphasis has been placed 
on the amount of saving, in absolute and relative 


Percentages of Income Saved Over a Half Century 


|. PERSONAL ie) 
INDIVIDUALS FARMERS UNINCORPORATED CORPORATE 
BUSINESS BUSINESS 
1 | | I, 50 
NATIONAL ve 
SAVING 

4 RATE 

30 a 3. GOVERNMENT 30 


30 FEDERAL STATE LOCAL 20 
10 | | | | | | lo 
0 0 


1897 1909 1922 1946 
-1908 -"l4 -~29 ~49 -1908 14 ~29 


4 1899-1908 


1897 1909 1922 1946 1897 1909 1922 1946 1897 1909 1922 1946 
~49 -1908 -714 


1897 1909 1922 1946 


“29 ~49 -1908 -"14 ~29 -’49 -1908 ~14 -'29 ~'49 


Source: R. W. Goldsmith, “A Study of Saving in the United States” 


BUSINESS RECORD 


- Personal Saving: 
Through Intermediaries Has Risen Sharply . . . 
% 


100 
80 
60 
40 
0595%059, 0.9.0; 00-00" @ 
DOK SISO ICICI ICI 
Meetereceteteteteteterete 
ER III IHC ID | 
20 < 
S25 
5 5 
ees 
KX 
e208 ‘e wosetetetetetetet 
0 OF 5d RO VOODOO 
1897-1908 1909- 1922-1929 
1914 


Period averages of net personal saving. Saving for use by bor- 
rowers include securities and mortgages and other claims. Saving 
for self-use includes tangible assets. Saving for use by inter- 
mediaries includes currency, deposits, life insurance reserves and 
pension reserves. : 


Source: Goldsmith, op.cit. 


terms: on how much of its current resources each 
group has devoted to the furthering of economic 
growth by adding to the nation’s capital stock. A 
further step in the analysis of long-run trends in 
saving is to examine the forms that saving takes and 
the channels through which saving flows as it seeks 
productive investment. In this respect, attention will 
be focused on personal saving alone.1 


Saving Through Intermediaries 


Considering only the so-called normal periods of 
the past half century, it is clear that personal saving 
for use by intermediaries, such as banks, life insur- 
ance companies, and government and private pension 
funds, represents a much greater proportion of per- 
sonal saving than in the pre-World War II period 
(see chart) . 

In particular, private pension plans, a phenomenon 
of the past ten years, have increased rapidly in im- 
portance. : 

Personal saving for direct investment by indi- 
viduals, such as holdings in corporate business and 
investment-type real estate, has decreased sharply in 
relative importance. 

Saving for self-use, namely real estate, consumer 


1The form of saving by corporate business, in plant and equipment, 
has been treated elsewhere. (See the November, 1954, Business 
Record, pp. 426-431, for one such analysis.) The corporate saving 
estimates here under review are not available by type. In addition, 
saving by government, while interesting in its own right, is not 
involved in many of the crucial aspects of saving, such as changes 
in liquidity, equities versus claims, the contractual nature of the 
saving, etc. 
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. . . As Has Saving in Least Liquid Forms 
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Government, and life insurance. D. Includes saving in the form 
of currency, deposits, and United States securities. 


and producer durables, inventories and livestock, has 
maintained its relative importance over the first five 
decades of this century. 


Contractual Saving Rises 


Another way of emphasizing the sharp postwar rise 
in saving through intermediaries is to classify personal 
saving into noncontractual and contractual. The 
latter includes only saving in pension and life insur- 
ance reserves. Such saving in the recent postwar 
years represented more than one third of net personal 
saving, as contrasted with one eighth in the 1920’s. 

Associated with this recent jump in insurance and 
pension saving has been an increasing tendency to- 
ward personal saving in the form of long-term claims, 
at the expense of short-term claims and equities. 

Finally, when saving is classified by degree of 
liquidity, there has been a recent tendency toward 
saving in the least liquid form, which includes pro- 
ducer and consumer durables, inventories and live- 
stock, and pension and retirement funds (see chart). 


Morris ConEN 
Division of Business Economics 


Studies in the Theory of Economic Expansion—A new 
edition of a study which originally appeared in 1937, 
one year after Keynes’ “General Theory,” and which gives 
an account of the attempt by the Swedish school to 
wrestle with the theoretical problem of tracing economic 
change from one time period to the next. By Erik Lund- 
berg. Kelley and Millman, Inc., New York, 1954. $4.50. 


EUROPE MAKES 
CARS FOR EXPORT 


lagging behind the pace set by the rest of the 
world. If the greatly increased output of 
United States makers in 1955 reverses this trend, it 


LU) ieceine STATES automobile production is 


will be only the second time in the past seven years 


that European output has not proceeded at a faster 
pace than here. 

Annual production of motor vehicles (passenger 
and commercial) in the United States increased by 
about 25% from 1948 through 1954. In Western 
Europe, the rise was 211% in the same interval. Of 
course, European production in 1948 was at a rela- 
tively low level. But the fact remains that Western 
Europe has been able to increase its share of world 
production steadily, except for the year 1953, in the 
period from 1948 to 1954. 

As of 1954, Western Europe was very close to 
accounting for the same proportion of world produc- 
tion as in 1938—26% in the later year against 29% 


in the earlier. In 1948, Western Europe accounted for 
only 13% of the total. 

The United States is also in about the same posi- 
tion as it was prewar: 69% against 667%. But the 1954 
share represents a sharp drop from the 83% in 1948. 

Motor vehicles in use in the various countries have 
not shown the sharp changes characteristic of produc- 
tion. North America (the United States and Canada) 
accounts for 74% against 73% in 1938. These shares 
are not much different from the 78% of 1948. 

In commercial vehicles alone, the rest of the world 
comes much closer to matching North America. More 
than four out of every ten commerical vehicles in the 
world are in use outside North America, in contrast 
to a ratio of about two out of every ten passenger cars. 
The United States is the second largest exporter of 
motor vehicles, despite the very small part of its out- 
put that it sends overseas; only the United Kingdom 
ships more passenger and commercial vehicles across 
its border. But the United States ranks second only 
on account of its huge exports of commercial cars. It 
ranks third, behind Western Germany, as an exporter 
of passenger cars. 

The large increase in European production is based 
largely upon export sales. Europe now accounts for 
nearly three fourths of world exports, leaving a little 
more than a fourth for the United States. Before the 
war, the United States accounted for nearly half of 
all exports. 


Exports as Per Cent of Production, 1938 and 1954 
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Putting the World on Rubber Wheels 
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Executives in monthly survey of business practices report: 


KEEPING MANUFACTURING COSTS IN LINE 


any bigger bite out of the sales dollar now 

than they did last year or five years ago, 
according to most of the 106 companies cooperating in 
this month’s survey of business practices. These com- 
panies report that the manufacturing-expense-to-sales 
ratio has remained fairly constant over the two 
periods owing to increasing dollar sales and to the 
fact that “the steady increases in many types of ex- 
penses have been partly offset by the elimination of 
obsolete or nonprofitable items.” 

Some companies are, in fact, holding the line in 
face of diminishing sales. A food executive describes 
his company’ s methods of keeping manufacturing 
expenses in step with decreasing sales: 


IN eles eo expenses are not taking 


“In view of the decrease in sales, we have had to adjust 
our policy in many directions. For example, no longer can 
we afford to carry replacement personnel. We must take 
our chances and train when the replacement is needed. 
Through many very significant evolutions of this type we 
have succeeded in reducing our expenses in an endeavor to 
hold our ratio of total manufacturing expense to total sales.” 


Although most cooperators report no change, 
slightly more than one fourth of the companies re- 
sponding to the survey have had an increase in manu- 
facturing expense over the past five years relative to 
sales. An industrial machinery executive observes: 


“Regarding the trend of manufacturing expense, we find, 

as I suppose do many others, that the absolute dollar costs 

"are constantly increasing, but that it is extremely difficult 

to pass such increases along to our customers in the form 

of higher product prices. This results in a constantly 

upward-creeping trend of the cost of manufacturing expense 
in relation to the sales dollar.” 


Principal reasons for the upswing as given by sev- 
eral companies are: increasing labor rates and the 
accompanying fringe benefits, research and develop- 
ment, raw material costs, and rising depreciation and 
amortization rates. As stated by one building material 
executive: 


‘Depreciation and amortization have increased from a 
low of 5.6% of sales in 1951 to a high of 10.1% of sales in 
1954. The cost of plant replacement and expansion has 
far outdistanced selling price increases. We have availed 
ourselves of accelerated amortization under a certificate of 
necessity and accelerated depreciation permitted under the 
1954 Revenue Code. But, even without these additional 
charges, the cost of plant assets is continuing to be a more 


and more significant element of our total manufacturing 

expense.” 

A food company official explains increasing manu- 
facturing cost ratios in his company as owing to the 
demand by consumers for more processing services 
such as precooking, slicing, packaging, and so on. 
Quality alone is another reason some companies give 
for the rise in manufacturing expense to sales ratios. 
One petroleum executive reports: 


“The ratio of manufacturing expense to total sales 
revenue has been increasing in recent years. This is due 
primarily to the steady increase in quality requirements 
for fueling automotive engines to a steadily increasing com- 
pression ratio. In other words, a much greater proportion 
of the sales dollar represents value added by the manu- 
facturer than in the days when an oil refinery involved 
only a simple distillation. The trend is expected to con- 
tinue through the next two years and beyond.” 


Approximately one tenth of the respondents report 
that their companies have experienced a drop in manu- 
facturing expenses relative to sales, in the past year 
as well as in the past five years. The reasons most 
often given for the decline are the application of 
better production methods, installation of new equip- 
ment and the use of wage incentive systems. An 
electric appliance manufacturer comments: 


“We have dropped our ratio of manufacturing expense 
to total sales over the past several years from approxi- 
mately 60% to the present 54%. This was done by a com- 
plete redesign of the product line for cost reduction through 
standardization, simpler methods, etc. However, it is 
quite a pull to hold it.” 


A small number of companies report slight fluctu- 
ations in the manufacturing expense-to-sales ratio 
owing to unstable material costs, and changing vol- 
umes of defense work. 


MOST SEE LITTLE CHANGE SOON 


Nearly three fifths of the cooperators expect manu- 
facturing-expense-to-sales ratios to change little dur- 
ing the next two-year period. Even with increases in 
such items as depreciation, labor rates and taxes, 
these manufacturers predict that increased selling 
prices, improved labor productivity, a better prod- 
uct mix, and lower average costs will enable them to 
hold the ratios at their present levels. On the other 
hand, one fifth of the respondents anticipate an in- 
crease in manufacturing expense ratios in the next 
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two years because they will not be able to compensate 
for higher costs. 

The remaining 20% of the cooperators predict a de- 
cline in manufacturing expense ratios because of 
greater demand for their products, reduction in labor 
costs as a result of mechanization and improved 
methods, and more diversification. 


MANUFACTURING EXPENSE CHARGES 


Most cooperating companies are in basic agree- 
ment on the expenses which they charge to manufac- 
turing. Direct labor, indirect labor, supervision, and 
fringe benefits, supplies, maintenance, utilities, depre- 
ciation, taxes, insurance, and raw materials are almost 
invariably manufacturing expense charges. In addi- 
tion, small tools, clerical salaries, amortization, re- 
search and development, inspection, receiving and 
shipping, warehousing, engineering, plant protection 
and material handling are other items frequently 
charged to manufacturing. However, such items as 
accounting, production planning, purchasing, royal- 
ties and industrial relations are considered manufac- 
turing expense by only one out of ten cooperators. 

To get an accurate indication of the efficiency of 
the manufacturing unit some companies separate the 
fixed from the variable costs listed under manufac- 
turing expense. An industrial machinery executive 
writes: 

“We might point out the effect of a varying sales volume 

on this ratio, because of the so-called fixed costs that re- 

_ main generally constant in dollar amount regardless of 
sales volume. A separation of costs, if possible, between 
fixed and variable, as we prefer to use them, lends itself 
more readily to interpretation and analysis, and generally 
is not subject to distortion because of changes in volume.” 


WHAT PRICE MANUFACTURING? 


More than four fifths of the cooperators report 
that raw materials is the largest single item of manu- 
facturing expense. In fact, in almost half of these 
companies raw material expenses alone are in excess 
of 40% of sales. On the other hand, direct and in- 
direct labor, the second largest item, accounts for the 
largest share of the sales dollar in fewer than one 
company in ten. 

The predominance of raw materials as a manufac- 
turing expense, and its effect on selling prices, is 
clearly shown in this report from an electrical appli- 
ance manufacturer: 


“Our sales prices reflect a variation in the price of copper, 
which constitutes the largest single item of our sales dollar. 
When the price of that commodity moves from 16 cents in 
June of 1949 to 36 cents at the present time it raises the 
raw material percentage of our sales dollar and automati- 
cally contracts the others. During the past calendar year 
the change was not significant, but since the end of the 
year copper has jumped 6 cents per pound, which pro- 
duced the effect I am talking about. I believe that there 
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will be certain raw material price reductions in the next 
two years which would automatically increase the per- 
centage of manufacturing expense.” 


According to the cooperators’ replies, both metal 
and nonmetal products companies have similar direct 
labor ratios. Approximately three fourths of each 
group report ratios below 15% of sales. 

There is appreciable difference, however, between 
metal and nonmetal products companies in the in- 
direct labor ratios. More than nine out of ten non- 
metal products companies responding to this survey 
report their indirect labor ratios to be under 15% of 
sales, while only six out of ten metal products com- 
panies have indirect labor ratios below 15% of sales. 


Table I: Selected Manufacturing Expenses as a 
Per Cent of Sales, 1954 


RAW MATERIAL EXPENSE AS % OF TOTAL SALES 


All Metal Product | Nonmetal Prod- 

Companies Companies uct Companies 
0. % No. % No. % 
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A machine-tool executive makes the following ob- 
servations on the trend of direct and indirect labor: 


“T think the most significant thing that has taken place 
in our manufacturing expense in the past five years is the 
increasing ratio of indirect labor and the decreasing ratio 
of direct labor. This is owing primarily to the fact that with 
the installation of the incentive system, we are providing 
more services by indirect labor in order to insure the 
greater utility and productivity of the direct labor. We 
are firmly convinced that the results are beneficial to the 
company, but the constantly increasing proportion of in- 
direct labor in our accounts is sometimes alarming.” 


Maintenance expense appears to be a relatively 
small portion of manufacturing expense for all the 
cooperating companies. It is greatest in the non- 
metal products companies, half of them reporting 
maintenance expenses in excess of 4% of total sales. 
Only one fourth of the metal products companies re- 
port spending more than 4% of sales for mainte- 
nance. (See table 2 for detailed information and 
table 1 for summaries of the ratios of raw material, 
labor and maintenance expenses to sales.) 


CONTROLLING EXPENSES 


Many companies report that they are making 
strenuous efforts to control manufacturing expenses. 
The installation of new equipment and budgeting 
controls are the most commonly reported techniques. 
On the subject of new equipment, an executive of a 
food products company has this to say: 


“‘We are very conscious of the profit improvements which 
are to be realized through reductions in the cost of manu- 
facture. Our management has as one of its goals cost 
reductions through process improvements and technological 
changes. However, because of the size of our company and 
its wide range of products, it takes many individual achieve- 
ments to improve the ratios materially.” 


A flexible budget to control plant burden is being 
prepared by a leather manufacturer, among others. 
He comments on the subject as follows: 


“‘Whereas we have made reasonable progress in reducing 
direct labor costs, our main concern is that of plant burden. 
We are now preparing a flexible budget for plant burden 
and hope to have it in full working order within the next 
year. We do not intend to use the flexible budget as a 
punitive cost-saving device. It is our aim to use it as the 
first step in teaching plant supervision what costs should 
be at various operating levels.” a $ 


Outside of internal cost controls, mé¢ 
and diversification of product lines, it Is <,,, 
throughout the replies that companies look to i. 
creased sales to offset expenses. As a chemical com- 


_ pany executive sums it up: “Due to growth, planned 


expansion and increased costs in all categories, we 
expect increased dollar costs but we also expect in- 
creased dollar sales to hold the ratio in line.” 


Micuaeu L. Esy 
G. CiarK THompson 
Division of Business Practices 


CONSUMER PRICE INDEX UNCHANGED AGAIN 


ONSUMER prices remained unchanged in May, 
according to Taz ConrereNce Boarp’s ten-city 
consumer price index. The all-items index was 

100.4, the same as in the two preceding months and 
0.3% below last year’s May index of 100.7. A slight 
decline of 0.1% in the food index during the month 
compensated for small rises in the transportation and 
sundries indexes. The all-item indexes in the indi- 
vidual cities varied from a dip of 0.3% in Birming- 
ham and New York, to an increase of 0.4% in Detroit. 

The purchasing value of the dollar for May was 
99.6 cents (1953 dollar=100 cents), the same as the 
previous month. This figure was 0.4% below the 
October and December values, the previous high 
points during the prior twelve-month span. 

The food index was off slightly during the month, 
dipping 0.1% to 98.3. However, changes were more 
pronounced at the subcomponent level, varying from 


a decrease of 1.9% for dairy products and eggs to an 
increase of 3.5% in vegetables and fruits. 

Vegetable and fruit prices in each of the last three 
months have been 3.5% to 5.5% higher than year- 
earlier prices. The rises are attributed mainly to crop 
damage caused by freezing weather early in the grow- 
ing season. Higher potato prices were recorded, 
the increases averaging 16.5% over the month 
and 30.8% since March. Orange prices moved up 
seasonally almost 4%, while the 5% drop in tomato 
prices in May followed a dip of 4% in April. Canta- 
loupes, one of the summer fruits now on the market, 
were higher than at the end of last season. At 91.2, 
pork and pork products were 2.6% higher than in 
April, but still 16.1% below the year-earlier figure. 
Beef was slightly lower than in April, and poultry 
dropped 7.5%, the first decline since December. Egg 
prices fell 7.7% in April and 3.7% in May. 
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The Conference Board's Consumer Price Index for Ten Cities, and Purchasing Value of Dollar 


1953=100 January, 1939= 100 


Housing 


Apparel 
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Power and} _ ings and 
ater |Equipment 
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TUNE sic icehs sce es -7 | 101.0 : 102.0 98.5 99.0] 101.0; 100.9 99.6 | 180.7 55.3 
Daly sis 5 baisieie’s sists «t's 8} 101.0 5 ay 98.6 98.8 | 101.7} 100.9 99.4} 181.1 55.2 
JAR TGV era DGB ERR ae .5 | 101.0 6 7 98.3 98.9 | 101.7) 101.0 99.6 | 180.7 55.3 
September.......... 6; 101.1 7 AC 98.6 98.9} 101.9] 101.2 99.8 | 180.4 55.4 
October............. 9} 101.4 3 9 98.6 98.8} 101.7) 101.1] 100.0; 180.0 55.6 
November.......... 4] 101.4 5 2 98.8 98.7 | 101.8 | 101.2 99.8] 180.4 55.4 

y December........... 6] 101.5 5 0 98.7 98.7 | 101.6} 101.4] 100.0} 180.0 55.6 
Annual average..... 1 101.2 2 3 98.8 99.1 101.5 101.0 99.7 | 180.6 55.4 

65 January............ _2| 101.8 9 9 98.3 98.4 101.4 | 101.4 8| 180.4 55.4 
February........... 3} 101.8 0 1 98.0 98.4} 101.5 | 101.4 99.8 | 180.4 55.4 
March gia c0F2ih0 5] 101.9 i! 3 98.1 98.6} 101.8 | 101.4 99.6 | 180.7 55.3 
Aprils. ccijho vhs gene -4} 102.0 3 4 98.4 98.6} 101.8} 101.6 99.6 | 180.8 55.3 
IVER NS o, decaita palsies -3 | 102.0 4 6 98.2 98.6} 101.9 | 101.7 99.6 ; 55.3 


Percentage Changes 


ce Messen 0 =O. 0 +0.1 0.8 0.2 0 | +0.1 pee 0 | 0 | ti) 
May, 1954 to May, 1955... 0.3 2.2 +0.9 +2.6 +2.0 0.5 0.5 +1.0 +0.7 +0.3 0.3 +0.2 


tMore stable items such as rent, utilities and parts of transportation and sundries priced quarterly. 


Coffee, after declining steadily since last July, re- ment that had been going on since last September. 
~ained relatively stable, decreasing only 0.7% dur- Thus tea prices were 19% higher in May than in Sep- 
mg the month. At 102.6, the coffee index was 23.1% tember. 
below the year-earlier figure and was at the lowest The housing index remained the same during the 
point since December, 1953. Tea prices dropped a month. Rent was up 0.1% to 107.4, while fuel, power 
negligible 0.1%, making a halt in an upward move- and water, following the seasonal pattern, decreased 


Changes in Selected Sundries and Transportation Items in Past Decade 
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0.8% to 103.6. Housefurnishings and equipment, at 
98.2, showed a slight decline from the 98.4 figure of 
the previous month. 

Although the apparel index did not change in May, 
changes in individual city indexes ranged from a de- 
cline of 0.4% in Denver to an increase of 0.3% in 
Philadelphia. The ten-city index, at 98.6, was 0.5% 
lower than it had been a year earlier. 

The transportation index advanced to 101.7 from 
101.6. Increases in gasoline prices were reported in 
several cities. New-car prices remained steady, with 
used-car prices generally lower. 

The index for sundries, up 0.1% to 101.7, reached a 
new high for the year. Changes in doctor, dentist 
and optometrist fees, and in prices for haircuts and 
movie admissions were varied, with no consistent 
trend apparent. 

The accompanying chart illustrates the movement, 
over the past decade, of the combined transportation 
and sundries index, as well as that of some selected 
items. Prior to 1953, transportation items were in- 
cluded in the sundries index. The increased impor- 
tance of transportation items in the current index 
corresponds to changes in family spending in recent 
years. A relatively large part of family income is 
devoted to the purchase, upkeep and repair of the 
family car. In the total sundries and transportation 
index, as well as in all the selected items except motion 
pictures, greater changes occurred in the 1945-to- 
1950 period than from 1950 to 1955. Changes were of 
considerable magnitude in the early Fifties, owing in 
part to the Korean war, but the stability of the past 
two years has effectively dulled the effect of increases 
in the first three. This has lowered the over-all in- 
crease for the period. 

Sundries and transportation were up 26.5% between 
1945 and 1950, followed by a rise of 13.7% from 
1950 through 1953. Prices then stabilized, with a 
change of only 1.6% between 1953 and 1955. Among 
the charted items, tobacco had the smallest increase 
since 1945: one of 32.4%. The rise since 1953 has 
been 0.7%. 

In contrast with the other items, motion picture 
admissions exhibited greater movement in the latter 
part of the decade. Regular admissions have ad- 
vanced 8.8% since 1953 and 23.1% since 1950. 
Gasoline prices, which include local, state and federal 
taxes, rose 48.9% since 1945 and 14.7% in the past five 
years. They have dipped fractionally during the 
past year. Reading materials, which include maga- 
zine and newspaper prices, have jumped 35.3% be- 
tween 1945 and 1950, and 56.2% in the past ten years. 
At 156.2 for the 1955 five-month average, reading ma- 
terials were at the highest level of all the selected 
items. 


James C. ApIceLia 
Statistical Division 


FINANCIAL NOTES 
AND FOOTNOTES 


had had it that the Federal Reserve would 

reduce member bank reserve requirements or 
enter the bill market as buyer to aid Treasury July 
borrowing. It was to be one or the other and/or 
an increase in the rediscount rate that would be made 
prior to the financing in order to curb the growth of 
the bubble that many seem to think is growing on the 
surface of a current boom. 

When neither happened during the week of June 
22, these reports did not altogether die out, but the 
date of such steps as these was carried forward some 
weeks by those who deal in such rumors, or consult 
their crystal balls for information about Federal Re- 
serve intentions. 

Money market analysts seemed by then to feel that 
the Treasury could “get by” in July with nothing 
more than some casual or temporary help from the 
“Fed.” The real pinch would come, so they now fig- 
ured, when the normal (perhaps more than normal) 
seasonal increase in the demand for commercial, in- 
dustrial and agricultural loans makes itself more fully 
felt later in the summer. It is the combination of 
demand of the Treasury and the calls from private 
borrowers which is expected to put real pressure on 
the banking authorities. 

There’s the rub. The Federal Reserve, we have 
been told quite often, is now free of domination by 
the Treasury, but the public has also been told that 
the needs of the Treasury, like the requirements of 
other borrowers, are one of the desiderata in fixing 
Federal Reserve policy. No one supposes that the 
situation in which the Treasury finds itself at any 
particular moment is, or could well be, of small con- 
cern to the ecntral bank authorities. And, of course, 
it is well known that the Treasury will need large 
funds from the money market during the second half 
of this year. 

But if the developments of the first quarter of 
1953 were to be regarded as a bubble on top of a 
boom—and that is the way it was described by the 
chairman of the board after the event—what can 
they think of what has happened this year and what 
is happening now? 

From December, 1952, to May, 1953, the seasonally 


fe ties had persistent if not always consistent, 
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adjusted Federal Reserve index of industrial production 
rose trom 133 to 137; from December, 1954, to May, 
1955, the increase was from 130 to 138. 

Commercial, industrial and agricultural loans were prac- 


tically unchanged from the first of January to the middle 
of June, 1953; they rose over a billion dollars during the 


same period this year. 
Instalment credit extended actually declined (after 
seasonal adjustment of the figures) about $94 million from 


December, 1952, to April, 1953; a quarter-billion increase 


was recorded during the same months this year. 

From the end of 1952 to early June, 1953, stock prices 
(Standard and Poor's composite index) declined about 15 
points; the same period this year brought an increase of 
22 points. 

About the only doubt that could well assail the 
Federal Reserve authorities has to do with the ques- 
tion as to whether this bubble is on top of a boom or 
not, but one can scarcely believe that if the develop- 
ments of the earlier months of this year are to be de- 
nominated as only a boom (not a bubble) then events 
which are at this moment being fed into the official 
statistics could hardly avoid the bubble label. 

But it would not be wise to overlook the fact that 
the chairman of the Federal Reserve Board later con- 
ceded error on the part of his organization dealing 
with that bubble-crested boom in 1953. It did not, 
so he said in effect, take adequately into account the 
psychological influence that may have been exerted 
by the steps taken by the banking authorities at that 
time. 

The present upward movement, by whatever name 
it may be called, certainly appears to have all the 
ardor that could well be wished. Have the Reserve 
authorities come to the conclusion, or are they likely 
soon to come to the conclusion, that the psychological 
steam that has now been generated could take restric- 
tive action of a serious sort without real damage? 

Or are they greatly impressed with the psychologi- 
cal influence that absence of action on their part at 
this juncture might have on the course of events 
during the remainder of this year—and, of course, the 
year 1956? 

And, again the old, old question: Have they found, 
or do they think they have found, a program of any 
sort which at one and the same time would restrain 
the surplus exuberance of the day and not induce a 
sequence of events too similar to those of 1953 for 
comfort? 

These are some of the $64-dollar questions which 
are now being daily argued and re-argued wherever 
two or three are gathered together almost anywhere 
in the financial community. 

But there are certain aspects of this situation which 
are quite directly the concern of the central banking 
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authorities. Not only has there been an extraordi- 
nary growth of consumer credit during recent months; 
the funds that have been provided by the commercial 
banks have been in a sense even more striking. Dur- 
ing the whole of 1954, the volume of consumer credit 
directly on the books of the commercial banks stood 
practically stationary. During the first three months 
of this year it rose just short of a quarter of a billion 
dollars, and there is every indication that it is still 
rising vigorously. 

And that is not the full story. From the first of year to 
the middle of June, commercial, industrial and agricultural 
loans made by weekly reporting member banks to sales 
finance companies rose more than one-half billion. This 
is substantially more than half of the increase in all busi- 
ness loans during the period. In the same period of 1953, 
the increase was only $20 million. 

The first quarter of 1953 was a period of rapidly 
growing participation of the commercial banks in 
consumer lending. The increase in direct loans in 
that period was well over one-half billion, and 
that increase attracted a good deal of attention. 

Yet if we add the increase in direct loans outstanding 
during the first 1953 quarter and the increase in sales 
finance company loans during the first half of that year 
we come up with a $670-million figure; this year, the com- 
parable figure is upwards of $800 million. 

Commercial banks have become very much more 
active in mortgage lending, too. Figures for very re- 
cent periods are not plentiful, but there can be little 
doubt about the fact, according to informed quarters. 

It is a good bet that Federal Reserve authorities 
have not overlooked these facts —F. W. J. 


BUSINESS FORECASTS 


General 


Dr. Marcus Nadler, consulting economist for the Hanover 
Bank (American Metal Market, May 25)—“The upswing in 
business activities during the past few months has been re- 
markable and most indices point towards still more boom... . 
The immediate outlook for business is favorable, especially 
with high consumer spending. Both the volume of construc- 
tion contracts awarded and new orders received by manu- 
facturers are large. Automobile production will continue at 
a high rate until stopped either by labor difficulties or excessive 
inventories. Consumption expenditures are rising and con- 
fidence is high in business and among consumers. . . . Public 
works are at a high level and will increase to meet pent-up 
demand resulting from the depression, war and the needs of 
a growing population with a fast-rising standard of living.” 

Dun’s Review and Modern Industry (April)—“The pros- 
pects for business acitvity in the months ahead appear to be 


(Continued on page 272) 
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CANADA'S CONSTRUCTION RECORD 


HE CANADIAN economy, after having passed 

through a relatively short period of mixed 

trends, now appears to have entered a new 
phase of vigorous over-all expansion.1 In most eco- 
nomic sectors there is clear-cut evidence of sturdy 
growth. Indeed, during the past nine months, total 
nonfarm economic activity in Canada appears to 
have risen steadily above its previous high mark in 
the third quarter of 1953. 

Last year’s problems of excess inventories have 
now largely disappeared, and over-all business inven- 
tory liquidation has been replaced by a substantial 
rate of inventory accumulation. There has been a 
sharp rise in export sales. Although there was some 
loss of forward momentum in consumer spending and 
residential construction in the early part of this year, 
renewed gains appear to be indicated by more recent 
developments. Sustained advances have been re- 
corded in the exploitation of Canada’s natural re- 
sources. Recent financial developments also reflect 
buoyant business trends—credit demand has been 
active, and moderate degrees of tension have appeared 
in the structure of interest rates. The disturbingly 
high volume of unemployment has begun to recede as 
business order books fill out, enhancing income pros- 
pects for both business firms and wage and salary 
earners. And earlier projections of increased capital 
outlays for 1955 may well underestimate actual 
achievements. 


OUTPUT IS UP 


Preliminary first-quarter data show the country’s 
total output of goods and services running at a rec- 
ord seasonally adjusted annual rate of over 25 billion 
Canadian dollars, almost 3% above the last quarter 
of 1954, and 1.5% above the previous peak in the 
third quarter of 1953. A faster rise in exports than 
in imports and the substantial increases in business 
inventories are clearly shown in these data. Also, 
some sectors of the economy that had been weakest 
showed a noticeable improvement. For example, 
business expenditures on new machinery and equip- 
ment and consumer expenditures for durable goods 
both climbed about 5% above the preceding quarter. 
And an even more substantial gain was indicated for 
the farm sector, but largely on the basis of prelimi- 


1For a discussion of Canada’s short and shallow recession in 1954 
and the gradual recovery that began in the latter part of last year, 
see the January and April issues of The Business Record. 


nary (and highly tentative) allowances for better 
crops in 1955. 

The index of total industrial production reached 
new records both in the fourth quarter of 1954 and 
in the first quarter of 1955. The mining and gas and 
electricity components in the first quarter of 1955 
averaged 16% and 13% above the same period a year 
earlier. Compared with previous first-quarter results, 
the nondurables manufacturing component was also 
at a new high this year. Moreover, although produc- 
tion of many types of durable goods is still well below 
the high levels of 1953, some lines—particularly iron 
and steel products, automobiles, and some consumer 
durables—have been increasing rapidly. 

Perhaps the most encouraging of all recent de- 
velopments has been the sharp decline in unemploy- 
ment, a decline that has been far more than seasonal. 
After reaching a postwar record of over 400,000 
around mid-March (almost 712% of the civilian labor 
force), unemployment was cut about in half in two 
months, falling to 213,000 in mid-May—despite a rise 
of over 135,000 in the labor force. 


PRICES ARE STEADY 


Thus far, the expansionary forces have not exerted 
any general pressure on costs and prices. Relative 
price stability is beg maintained not only in the 
consumer price index, but in building materials, manu- 
factured goods, and farm products (with roughly off- 
setting movements among various farm components). 
However, the strong demand in world markets for 
nonferrous metals and paper and other forest prod- 
ucts, along with tighter supply conditions in the 
iron and steel industry, has produced increases in 
the general index of wholesale prices and in the total 
index of industrial materials. 

This brief appraisal of buoyant economic develop- 
ments in the Canadian economy does not mean that 
there are no shadows on the scene. There is, for ex- 
ample, no prospect for a return this year to the agri- 
cultural prosperity of 1951-1952, as measured by total 
cash or net farm income. Moreover, although rela- 
tively favorable crop conditions in the past six or 
eight weeks make it reasonable to expect a better 
grain crop this year than last, floods and excessive 
moisture and cold in the Prairie Provinces earlier this 
year made seeding operations impossible in some 
areas, delayed seeding in others, and seriously intensi- 
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Canadian Economic Indicators 


Personal 


c Average Hourly 
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Services! our 
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SD Wirecreteiis 2 cos) torah 24,548 15,348 5,424 246.9 116.2 219.4 137.5 2.8 1,090.5 
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ete fa te. 23,960 15,600 4,060 246.8 115.7 217.8 141.7 4.4 1,051.3 
oes RAE Seat eae 23,948 15,812 3,816 246.3 116.7 216.2 140.7 $3.1 1,014.6 
LNG ake Re RR RC Re 24,384 15,916 4,512 250.3 116.7 214.9 140.5 4.0 1,076.9 
cpom eden, 00S AE 7 25,040 15,976 4,952 245 5p 116.2 216.8 143.0 {hes | 844.4 
ADEM RET eee caw lie lowers 4? board & n.a. 116.1 218.5 n.a 6.0 103.4 
NA Se oh CTR ETT a sow iAlly csthine ElRyet cafisos n.d. 116.4 217.9 n.a 3.8 n.d. 
1In millions of dollars at seasonally adjusted annual rates pPreliminary n.a.Not available 


2Quarterly figures are monthly averages of percentage of civilian labor force 
seeking work 


fied risks of crop damage in the fall through frost 
and rust. 

Similarly, even though business and consumer 
spending on durables appears likely to exceed earlier 
predictions, industries are not likely to share equally 
in the gains. In particular, certain producers of 
capital equipment and machinery are unlikely to 


Source: Dominion Bureau of Statistics 


reach capacity production this year, and a few (for 
example, transportation equipment and shipbuilding 
firms) may fall well below last year’s levels. And 
competitive pressures are casting shadows of uneasi- 
ness over some of the Canadian manufacturing indus- 
tries that have experienced a vigorous growth during 
the past decade and a half. 


Residential Construction Achievements 


A heavy and sustained demand for new and im- 
proved housing has been a powerful factor in Can- 
ada’s rapid economic expansion over the past decade. 
At the end of 1954 the country’s housing stock totaled 
over 3.8 million units, almost one fifth more than 
at the end of 1945.1 Over these same nine years, the 
total value of residential real estate in Canada more 
than doubled, rising to over $22 billion. 

Of particular significance has been the vigorous 
rise in residential construction activity during the 
past three years—a rise that continued during 1954 
despite the emergence of weaknesses in various sectors 
of the economy and a slight decline in over-all busi- 
ness activity. In fact, the year 1954 witnessed a rec- 
ord-breaking boom in house building which added 
close to 100,000 units net to the housing stock (that 
is, after allowance for demolition, destruction and 
abandonment of existing houses), and which produced 
a peak carry-over of uncompleted dwelling units into 
1955. 

This remarkable strength in residential construc- 
tion made an important contribution to the quick 
checking of Canada’s 1954 recession, and acted as a 
powerful stimulant to business recovery in the latter 
part of last year. In fact, the timing and scope of the 


1The terms “housing stock” and “‘houses,”’ as used here, refer to 
“dwelling units,” including units within apartment buildings, du- 
plexes, etc. The 1945-1954 gain indicated here excludes the addition 
arising from Newfoundland’s accession to Canada in 1949. 
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acceleration in residential construction, as compared 
with the comparable features of the roughly parallel 
housing boom in the United States, may well have 
made such activity a greater “anti-recessionary” or 
recovery force in Canada than in the United States. 

Current prospects are that new housing records will 
be set in Canada in 1955. But the longer-term pros- 
pects are not so clear. Moreover, in contrast with 
last year, when record residential construction activ- 
ity provided a buoyant support for various other 
sectors of the economy, this year’s records may hinge 
to some extent on buoyant support from other sectors. 
What may be the duration of Canada’s current hous- 
ing boom and the strength of the basic forces on which 
its momentum has rested? 


SALIENT FACTS AND FIGURES 


Between the end of 1945 and the end of 1954 about 
750,000 new dwelling units were completed in Canada. 
An additional 40,000 units were also made available 
during those nine years through conversions (pri- 
marily involving the formation of duplexes or tri- 
plexes out of larger-sized existing single dwelling 
units). Allowing for roughly 80,000 units destroyed, 
demolished, or abandoned, a total of more than 700,- 
000 dwelling units were added to Canada’s housing 
stock. 

The physical volume of new residential construc- 
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sions. Data for ‘‘under construction’’ are year-end figures. 
Starts less completions do not equal the change in units under 
construction, owing to certain adjustments. No data are available 
for starts prior to 1947. : 


Source: Dominion Bureau of Statistics and Central Mortgage and 
Housing Corporation. 


tion in 1954 was approximately double the 1945-1946 
average. However, owing to the rapid increases in 
construction costs prior to 1952 (see below), the 
current-dollar value of new residential construction 
rose to almost $1.2 billion in 1954, well over triple the 
$320-million average for 1945-1946. Moreover, during 
the same period, residential repair and maintenance 


expenditures more than doubled, moving up to well 


over $200 million. 

The year 1954 showed a record number of 102,000 
housing completions (excluding conversions), over 
5% above the previous (1953) peak. New housing 
starts were even higher, at 113,500 (11% above the 
1953 record) , leading to a carry-over of almost 69,000 
houses under construction at the beginning of 1955. 
Moreover, mainly as a result of the timing and im- 
pact of new housing legislation, an acceleration in 
residential construction in the latter part of last year 
lifted the seasonally adjusted annual rate of new resi- 
dential construction from $1.1 billion in the second 
quarter to almost $1.3 billion in the fourth quarter. 

Projections made in the early part of this year 
suggested that while the surge in residential construc- 
tion activity of last year was unlikely to be maintained 
during 1955, it appeared probable that: (1) new 
housing starts would slightly exceed 1954; (2) com- 
pletions would rise substantially over last year; and 
(3) the value of new residential construction would 
rise to a new peak. Although seasonal factors affect 
first-quarter construction data the results tend to 
support these projections. Particularly noteworthy 


is the fact that the seasonally adjusted annual | 
rate of expenditures for new housing in the first © 
quarter was above that projected for 1955 in the 
investment outlook survey conducted by the Depart-— 
ment of Trade and Commerce toward the end of 

last year. : 

The present housing boom has been concentrated - 
almost entirely in larger towns and cities, and espe- — 
cially on the outskirts of metropolitan areas. Despite © 
renewed strength in house building in smaller towns © 
(under 5,000 population) in 1954, the total numbers 
of housing starts and completions in such towns, as | 
well as those in rural areas, were well below the peak 
rates achieved prior to 1950. 

In regional terms, the most outstanding develop- 
ments in 1954 were the sharply stepped-up volume 
of residential construction activity in Ontario—largely — 
explained by a virtual doubling of housing starts in — 
Toronto—and an actual decline in such activity in | 
Quebec. Between them, these two provinces ac- — 
counted for roughly two thirds of all housing starts 
and completions last year, a slightly lower propor- 
tion than in the preceding two or three years, but 
above the corresponding proportions in the Twenties | 
and Thirties. There was also continued strength in 
the housing picture in Canada’s rapidly growing 
provinces of British Columbia and Alberta. 

The residential real-estate boom has rested entirely 
on privately initiated activity. Public housing out- 
lays! have been cut by more than two thirds in the 
past two years (to less than $20 million in 1954). On 
the other hand, as indicated below, government as- 
sistance for privately initiated housing is an impor- 
tant feature in the Canadian housing picture (see 
chart) . 

In most postwar years about 70%-75% of all new 
dwelling units in Canada have consisted of single- 
family houses, compared with a range of about 50%- 
70% in the Twenties and Thirties. Thus, despite a 
particularly sharp rise in the construction of multi- 
family units during the past three years, the postwar 
period, taken as a whole, has produced a rise of 
about one fourth in the stock of single-family units 
(to about 2.5 million), compared with a rise of 
about one fifth in multifamily units (to about 1.2 
million) . 

At the same time, changes have been in process in 
the character of single-family dwellings: declines in 
1144 storey and two-storey houses, an increasingly 
predominant position for one-floor plans (but with a 
growing diversity in sizes and forms), and more 
recently a sharp rise in split-level homes. These 
trends appear to be indicative both of shifts in the 
preferences of home purchasers, and of changes in 

1Outlays for federal-provincial housing projects, the Veterans’ 
Rental Housing Program, the Armed Service Married Quarters’ 


Program, and units built under the capital assistance provisions of 
the Department of Defense Production. 
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housing design on the initiative of builders. Along with 
these changes there has been a continued gradual 
rise in the average floor space of the units. 

These changes in the composition of the housing 
stock have been accompanied by changes in tenure 
that suggest a growing preference for owner-occupied 
living quarters. In over-all terms, there was a rise of 
over 30% in owner-occupied dwellings from 1946 to 
1954, compared with a gain of not much over 5% in 
tenant-occupied dwellings. In the case of single-fam- 
ily houses alone, there was an increase of more than 
one third in owner-occupied units and a decline of 
one seventh in rented units. 

From the structural point of view, the standards 
among new housing units have been high—perhaps 
one might even say sufficiently high to place undue 
restraint on the flexible development of more con- 
venient housing styles and designs. On the other 
hand, workmanship has been rather poor in some 
spots, partly reflecting the general ease with which 
new houses could be sold. More recently, however, 
there have been advances in the caliber of workman- 
ship, mainly as a consequence of the improved con- 
struction skills acquired, through experience, by 
large numbers of new men who have entered the 
construction trades. But it may also reflect, at least 
to some extent, the immigration of skilled construc- 

_ tion workers. 

Along with the rising volume of house building has 
come a general speed-up in the average time taken 
to complete a dwelling unit. In 1953 and 1954 the 
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average unit was under construction for only 6.3 
months, a shorter time than that required in any 
previous postwar year. 

A rough stability in residential construction costs 
has emerged during the past three years, following 
an exceptionally steep rise in such costs during the 
preceding five or six years (see chart). This stability, 
derived from sufficient declines in the prices of mate- 
rials to offset a continued rise in construction wages, 
is also clearly shown in the leveling off (at under $10) 
in the estimated average construction cost per square 
foot of floor space for single-family dwellings. Last 
year, building materials were more readily available 
than in any other year during the past decade. This, 
in turn, stemmed partly from the loss of forward 
momentum in nonresidential construction. But at 
least with respect to single-family houses, prices have 
tended to advance, both because of slight further in- 
creases in average size and of continued substantial 
increases in the average price of land for residential 
use and other costs. 

The pressure of demand for new houses is indicated 
by the low number of vacancies among newly com- 
pleted dwellings, as well as by the relatively short 
periods of vacancy for the completions that are not 
immediately sold. As is indicated in the accompany- 
ing charts, however, there was a rise in vacancies in 
1954—one proportionately greater than that in con- 
struction activity. 

Relatively rapid growth has not been sufficient, 
however, to reduce the average age of the total 
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stock. But, on the whole, Canada still has a remark- 
ably young housing population, at least as compared 
with the United States or Great Britain. This fact 
accounts, in large measure, for the relatively small 
volume of annual losses to the housing stock through 
demolitions and abandonments. These losses have 
apparently continued to run at somewhat less than 
10,000 units per year throughout the past decade. 

These statistics do not adequately portray the 
growing obsolescence of many of the country’s older 
homes that were designed to fit social and economic 
patterns that no longer prevail. Although retarded 
through modernization of older homes and conversions 
of many larger ones into more convenient-sized living 
quarters for small households, obsolescence may be- 
come a cumulatively more important factor accentu- 
ating housing replacement requirements. Replace- 
ment requirements may be further accelerated in 
the more distant future, in the event that the aver- 
age life span of recent and prospective additions to the 
housing stock does not measure up to that of the 
additions made in the Twenties and Thirties. 

Finally, in appraising the more recent developments 
in Canada’s housing market, the signs of emerging 
competition are unmistakable. With completions in 
1955 running far ahead of year-earlier levels, a fur- 
ther rise in vacancies than occurred in 1954 appears 
to be in progress. Thus far, the main difficulties ap- 
pear to have been centered in the disposal of apart- 
ment units, the construction of which has risen so 
rapidly during the past three years. In particular, it 
is largely with the apartment units on the fringes of 
large cities that difficulties are being experienced, as 


illustrated by reports that some landlords in Toronto - 


and Montreal are offering concessions of from one to 
three months of rent-free tenure to secure leases. But 
as long as the rent component of the consumer price 
index continues to rise, any difficulties are likely to 
be local or temporary. 

At the same time, there have already been suffi- 
cient indications of a somewhat less buoyant hous- 
ing market to temper some of the optimism. Some 
builders have already become aware of the need to 
place themselves in a strong competitive position, so 
that they will be able to maintain, or even continue 
to expand, their operations should the housing boom 
lose momentum. A number of leading construction 
firms have begun to move toward bettering housing 
designs, insisting on improved standards of work- 
manship, accentuating the importance of good com- 
munity planning, acquiring only superior locations 
for new projects, and marketing a better and more 
appealing housing product. 


SOME MAJOR FACTORS 


Various powerful factors have supported Canada’s 
postwar housing record. Among these have been: 


@ Rapid population growth, hinging on both a high 
birth rate and large-scale immigration; 

e A high rate of net family formation; 

eAn increasing proportion of second, third and 
fourth births in families, halting the long-term trend 
toward smaller families; 

eA continued flow of population to urban centers, 
coupled with the rapid growth of suburban communi- 
ties around metropolitan areas; 

© High and rising income; 

® Rapid resource development in outlying areas, 
necessitating the construction of new or extended resi- 
dential facilities: 

eThe pressure toward an “undoubling'’ of families 
living together; 

e An upgrading in the standard of living, with in- 
creased emphasis on the desirability of home owner- 
ship; 

@ Rising rents that have kept costs of home ownership 
from becoming unduly unfavorable; 

e The experience of substantial capital gains on resi- 
dential real estate in the persistently tight housing 
market; 

® The recent changes in legislation and lending terms 
that have made it easier for middle- and low-income 
families to purchase a house; and ; 

e Adequate credit resources to support expanded 
construction activity and home ownership. 


Seen against the background of many of these 
forces, the expansion of Canada’s housing stock dur- 
ing the past decade does not appear to have been ex- 
cessive. For example, the net increase in the number 
of families in the country has far exceeded (by about 
60,000-65,000 families) the net increase in the hous- 
ing stock since the end of 1945. At the same time, 
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there has also been a substantial expansion in non- 
family households (perhaps by an additional 60,000- 
65,000). Thus, even though there has been evident 
pressure for the “undoubling” of households, it ap- 
pears probable that at least 125,000 more families 
and nonfamily households are now “doubled up” 
than was the case in 1945 or 1946. 

In relative terms, it is interesting to note that dur- 
ing the Twenties and Thirties there were increases in 
the number of dwellings per 1,000 of total population, 
but that there has apparently been no significant ad- 
vance in this ratio over the past fifteen years. 

The large net immigration of families to Canada 
and the higher number of marriages among women 
before the age of twenty have been basic forces be- 
hind Canada’s current housing boom. Net immigra- 
tion has accounted for no less than one out of every 
four families formed in Canada during the past four 
years. Similarly, younger marriages have produced a 
higher rate of “internal” family formation than might 
otherwise have been expected from the low birth 
rate of the Thirties. (The low point in the birth rate 
was reached in 1937, eighteen years ago.) At the 
same time, younger marriages have also contributed 
directly to the higher birth rate, as well as to 
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Housing Program of CMHC and the Armed Service Married Quar- 
ters’ Program of the Department of National Defense; the federal- 
provincial housing projects, and units built under the capital as- 
sistance provisions of the Department of Defence Production. A 
small number of dwellings built for employees of government 
departments are also included. 


Privately initiated housing with Federal Government assistance com- 
prises starts of houses financed with loans under the National 
Housing Acts, the Farm Loan Act, 1927, and the Veterans’ Land 
Act, 1942, and starts of houses financed with loans guaranteed 
under the Farm Improvement Loans Act, 1944, and the National 
Housing Acts. 
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the upswing in second, third and fourth births, which 
has halted the long-term decline in the average size 
of Canadian families. 

The accelerated industrialization of Canada during 
World War II created serious backlogs of housing de- 
mand, especially as a consequence of increased urban- 
ization. In the postwar period, continued industrial 
and commercial expansion has brought a further con- 
centration of population in urban centers. The 1951 
census shows that while Canada’s total population 
(excluding Newfoundland) increased by over 2.1 mil- 
lion during the preceding decade, almost all of the 
rise appears to have occurred in urban communities. 
This crowding has also intensified demands for more 
spacious residential quarters on the outskirts. 

The northward extension of Canada’s economic 
frontiers has also added to the country’s housing 
needs. Although population shifts have not been large 
in a relative sense, they have brought about new 
housing requirements similar to those arising from in- 
creased population flows to already overcrowded ur- 
ban areas. In some instances— for example, at the 
new aluminum production facilities at Kitimat, in 
British Columbia—whole new towns are bemg con- 
structed. 

Rising personal income has constituted a solid force 
behind the postwar expansion in residential construc- 
tion. As compared with prewar experience, there has 
been a particularly rapid rise in the incomes of many 
in the lower- and middle-income groups which, along 
with the enlarged role of women in the labor force, 
has considerably widened the potential for home own- 
ership among these families. The market has bene- 
fited from the conviction that there has been a basic 
strengthening in the stability of income flows. 

The most important single factor giving impetus to 
the recent surge in residential construction has un- 
doubtedly been the legislative changes embodied in 
the National Housing Act of 1954, which became effec- 
tive on March 22, 1954. Under its terms, the purchase 
of new houses was made easier for low- and middle- 
income families and credit resources were expanded. 
Considerable upward pressures were generated in 
both the demand and supply of housing. 

There has been a confluence of powerful expansion- 
ary forces in the Canadian housing market during the 
past two or three years. Favorable legislative re- 
visions were introduced, the rise in the birth rate 
and stepped-up immigration were most notable, and 
construction costs leveled off. But while house- 
building activity in 1954 was especially encouraging 
in the face of the setback in Canada’s over-all pros- 
perity, some of the most important factors under- 
lying the momentum may well weaken in the near 
future. Sustained strength from some of the prin- 
cipal population factors—high immigration and the 
increased birth rate—is by no means certain; and 
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a decline in net family formation appears probable. 
Again, the “acceleration effects” from last year’s 
legislative changes have perhaps already disappeared 
and been replaced by “sustaining effects.” 

However, even a clear slackening of some expan- 
sionary forces that have been most in evidence dur- 
ing recent years may not necessarily produce a taper- 
ing off, let alone any decline, in residential construc- 
tion activity. Not only are there a host of economic 
factors but there are also factors stemming from 
“social change” and from changes in individuals’ de- 
sires whose effects on the housing picture may well be 
of critical importance. 

On the economic side, there are uncertainties con- 
cerning such widely different factors as the possible 
spur of competition in improving the quality of 
housing output, the kinds of reactions that might 
emerge in the event of any significant rise in vacancy 
rates in both new and older dwellings, the possible 
contours of future replacement requirements, the po- 
tential for further liberalization of financing terms to 
house purchasers, and programs that might be spon- 
sored at various levels of government for improved 
city dwelling units and enhanced residential com- 
munity plans. There are many uncertainties of other 
varieties—to name only two, those regarding desir- 
able family size and the relative attractiveness of 
suburban living. Thus a new (and possibly varying) 
constellation of sufficiently favorable factors may 


emerge to produce a continued growth in residential 
construction after 1955. 

In any event, it seems clear that serious questions 
regarding the growth prospects for residential con- 
struction apply only to the relatively near future. 
After 1960, the likelihood of-an accelerated rate of 
family formation and births, reflecting the rise that 
occurred in births after the Thirties, should greatly 
expand the country’s housing needs. The challenge of 
such a prospect suggests one of the major objectives 
in the next few years might be preparations that will 
guarantee an efficient response to a new, and possibly 
much more intense, housing advance in the Sixties. 


FINANCING THE BUILDING 


Demands upon Canada’s institutional lenders for 
mortgage credit during the housing boom have 
mounted more rapidly than has the actual volume or 
value of construction. The gross volume of mortgage 
loans approved on new residential construction in 
1954 was well over two and one-half times the com- 
parable volume in 1951. This rise reflected not only 
the fact that a far larger proportion of new dwelling 
units were being financed through the use of mort- 
gage credit, but also both a rise in the average value 
of the dwelling units being so financed and a rise in 
the average loan-to-value ratio (that is, a reduction 
in the average size of downpayments). Moreover, 
the rise occurred in the face of a decline in govern- 
ment lending in 1954. 

Indicative of the growth in importance of financing 
via mortgage loans under the National Housing Acts, 
approvals on these loans more than tripled from 1951 
to 1954, as opposed to a rough doubling in the volume 
of approvals on so-called “conventional” loans. In 
fact, available data suggest that if one makes allow- 
ance for the withdrawal of the Central Mortgage and 
Housing Corporation from the “joint loan program” 
(see below) early last year, private lenders approxi- 
mately quadrupled their loans under the National 
Housing legislation during these three years. On the 
other hand, mortgage loan approvals on existing (as 
distinct from new) residential properties have in- 
creased by only a relatively small amount. 

It should be emphasized that the above measure- 
ments relate to mortgage loan approvals—that is, 
commitments to advance mortgage credit. During 
the upswing in construction activity actual cash 
disbursements by the lenders have, of course, lagged 
well behind loan approvals. Thus, even in the event 
of any tapering off in the rate of new housing starts, 
there will continue to be an increase in credit ad- 
vances for at least a short time. 

In contrast with the United States where the com- 
mercial and mutual savings banks, and the savings 
and loan associations, in addition to life insurance 
companies, have participated heavily in the vast 
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growth of mortgage financing during the past decade, 
mortgage financing in Canada has been concentrated 
primarily in the hands of life insurance companies 
alone. To be sure, various other kinds of institutional 
investors have been engaged in mortgage financing— 
trust and loan companies, credit unions, and (to a 
very small extent) fire insurance companies, fraternal 
societies, mutual benefit societies, and pension fund 
associations. But the fact is that of the rise of ap- 
proximately $1.1 billion in the mortgages held by 
private institutional lenders in the five years ending 
in 1953, over $800 million were in the hands of the 
life insurance companies. 

Moreover, the rate of mortgage acquisitions by the 
life insurance companies following World War II was 
sufficiently rapid to produce a more or less steady rise 
in their holdings as a proportion of all mortgages held 
by financial institutions. At the same time, within 
the total assets of life companies, mortgages climbed 
from less than 20% in 1939 and around 12% in 1945 
to over 30% in 1954. Facilitating this advance, and 
reflecting the relatively attractive earnings from 
mortgages, the life insurance companies have liqui- 
dated a very substantial proportion of their wartime 
accumulations of Government of Canada securities. 

Before the end of 1953, however, there emerged 
rising concern that it might not be appropriate for 
the life insurance companies to experience further 
major shifts of this character in the composition of 
their assets, and that any substantial additional re- 
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sources of mortgage funds could not be expected from 
other institutional sources currently engaged in such 
lending. This pointed to the conclusion that new 
sources of such funds would have to be made avail- 
able if an adequate volume of housing credit was to 
be at hand for any sustained or accelerated expansion 
in residential construction activity. In addition, the 
high and rising mortgage portfolios of the life in- 
surance companies, as well as the trust and loan com- 
panies (the latter’s mortgage holdings having risen 
to over 70% of their assets in 1953), indicated an in- 
creasing need for mortgage mstruments of greater 
liquidity and transferability. To this end, the Na- 
tional Housing Act of 1954, supplemented by revi- 
sions in the Bank Act (1954), brought Canada’s 
chartered banks and the Quebec savings banks into 
the mortgage picture, substantially for the first time,’ 
permitting them to advance mortgage funds via loans 
insured by CMHC. Moreover, these arrangements 
were made available to all approved lenders. 

The past year’s experience indicates that the banks 
have moved vigorously into this new area of credit 
operations. During the seven months following the 
banks’ first insured-mortgage lending in June, 1954, 
the banks made mortgage commitments for over $160 
million and actual mortgage loans of almost $75 mil- 
lion. By the end of April, 1955, total commitments 
made had increased to over $210 million, and actual 

1Mortgage lending was not entirely new for the banks, since small 


amounts of short-term mortgage loans had previously been made to 
farmers and to veterans under legislation adopted in 1944 and 1946. 
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loans to about $120 million. Moreover, an active in- 
terest in expanding such lending operations is indi- 
cated by the decision of the Royal Bank of Canada, 
last May 9, to reduce its rate on insured mortgage 
loans, and the subsequent similar downward adjust- 
ments in rates by other banks.! Under another sec- 
tion of the new legislation, which came into force at 
the beginning of this year, CMHC was empowered to 
insure housing modernization and repair loans. During 
the first half of 1955, the banks have actively entered 
this field of lending, too. 

It had been suggested, at the time when bank 
participation in insured mortgage lending was ini- 
tially proposed, that the banks might be able to safely 
acquire mortgages up to an equivalent of 10% of their 
personal savings deposits. By such a standard, with 
savings deposits now around $5.5 billion, there is still 
ample room for a rapid growth in the banks’ mort- 
gage portfolios. 

Moreover, on the basis of the experience of com- 
mercial and mutual savings banks in the United 
States, the 10% figure suggested above would appear 
to be a highly conservative one. 

One of the most important implications of the 
banks’ arrival on the mortgage scene has been the 
widely spread mortgage lending facilities that, at one 
stroke, have been made available throughout the 
country via the thousands of branch bank offices. 
CMHC, which had previously undertaken to provide 
a substantial volume of direct lending in smaller 
communities outside the normal orbits of private 


1Similar reductions have also subsequently been made by some life 
insurance companies and loan and trust companies. 
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mortgage lenders, has now been able to cut back 
such operations considerably. 


ROLE OF GOVERNMENT 


The first approach to housing legislation in Canada 
was in 1918, when under wartime stresses a small 
volume of funds was appropriated to facilitate hous- 
ing construction. But it was not until the Dominion 
Housing Act of 1935 that the government first entered 
the field of housing legislation on a continuing basis. 
The principal subsequent legislation in this field has 
consisted of the three successive National Housing 
Acts (1938, 1944 and 1954). This legislation, along 
with certain other programs for housing assistance, 
are administered by the Central Mortgage and Hous- 
ing Corporation (established in 1945) as the agent 
of the Federal Government in the housing fieldt 

Three primary principles of Government action in 
this field have been basically adhered to: 


|. That adequate rates of housing construction of 
the right types should be assured, but with a minimum 
degree of government interference or participation; 
2. That healthy and strong conditions should be fos- 
tered in the housing sector, thereby contributing to the 
welfare and prosperity of many other sectors; and 
3. That any government participation should be such 
as to contribute to the improvement of housing and 
living standards of the Canadian people. 

1In addition to the National Housing Act of 1954, the Federal 
Government currently provides aid to housebuilding through four 
other measures: the Canadian Farm Loan Act of 1927, the Veterans’ 
Land Act of 1942, the Farm Improvement Loans Act of 1944, and 


the Department of National Defense Housing Program for married 
members of the Permanent Armed Forces, 
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The actual types of operations that have been 
undertaken under the National Housing legislation 
have ranged over such widely different programs as 
veterans’ rental housing, rental insurance, federal- 
provincial partnership to acquire and prepare land 
for residential construction, the provision of low-rate, 
long-term loans to limited dividend corporations for 
low-rental housing, slum clearance, loans to primary 
producers for employee housing, home-improvement 
and home-extension loans, and housing research and 
community planning. 

The most important single types of operations 
under the National Housing legislation have been 
(1) the so-called “joint-loan program” under the 
1944 act; and (2) the “insured-loan program” under 
the 1954 act. 

The joint-loan program consisted of an undertak- 
ing on the part of the Central Mortgage and Housing 
Corporation to participate (usually on a 25% basis) 
in the financing of mortgage loans through approved 
lenders to homeowners and builders on new houses 
that meet certain specifications. The insured loan pro- 
gram, which was introduced in March, 1954, and re- 
placed the joint-loan program involves the introduc- 
tion of insurance commitments by the CMHC, along 
with appropriate accompanying inspection and build- 
ing standard safeguards, for mortgage loans by ap- 
proved lenders, again on specified types of new dwell- 
ings. These two programs have permitted lower down- 
payments, lower interest rates, and other terms more 
favorable to borrowers than would otherwise have 
been possible, while at the same time making mort- 
gage financing generally more attractive to lenders. 

The principal terms of lending under the insured 
mortgage provisions of the Act are: 


1. That the downpayments required are 10% 
for houses up to $8,000 and 30% for any additional 
amount (for example, $1,400 on a $10,000 house, 
or $2,900 on a $15,000 house), but with a maxi- 
mum limit on the amount of any insured loan, 
depending on the type of dwelling being financed 
($12,800 in the case of a single-family house) ; 

2. That interest rates must not exceed 544% (as 
already noted above, however, the banks have al- 
ready lowered their insured-mortgage rate to 5%) ; 

3. That maturities may not exceed thirty years 
(currently, most insured loans are actually being 
made with maturities of 25 years). 


These terms are, of course, much less liberal than 
those available for comparable mortgage financing in 
the United States, and have left Canada’s housing 
market correspondingly more restricted. But, com- 
pared with the more stringent terms that are avail- 
able for conventional mortgage financing in Canada 
—usually involving downpayments of 40%-50% and, 
at present, interest rates of around 6%—it is clear 
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that the assistance thus provided for housing has been 
a critically important factor in the housing market. 


CONCLUSIONS 


Canada’s postwar housing growth has had far- 
reaching effects on other parts of the economy. In 
particular, it has contributed to substantially ex- 
panded needs for furniture and other housefurnish- 
ings, electrical appliances, and automobiles. Given 
the initial financial indigestion experienced by many 
lower-income families when they first acquire a new 
house, the full impact of the housing upsurge on de- 
mands for many types of such goods has perhaps not 
yet been felt. Less frequently cited are the greatly 
enlarged demands for fuel, electricity, gas, and tele- 
phone service (along with the indirect effects of such 
demands upon investment), for gardening equipment 
and supplies, and for moving and insurance. Simi- 
larly, the housing boom has brought substantial in- 
creases in needs for municipal and provincial govern- 
ment expenditures—both for service expenditures 
such as fire and police protection, sanitation, and 
water, and for enlarged investment outlays such as 
new schools, hospitals, and streets and highways. 

While the expansionary force of some factors may 
slacken, two facts are clear. First, marriages and 
births are likely to rise in the Sixties, providing new 
impetus to house building. Secondly, the residential 
construction industry is likely to continue to grow 
more competitive even if the housing market remains 
buoyant in the next few years. This will require, at 
the very least, much greater attention to housing 
design, workmanship, community planning, and the 
selection of choice residential areas. Since a growing 
proportion of new housing has been builders’ projects, 
financed by institutional funds, these requirements 
will be necessary to assure ultimate sale to home- 
owners, and also to obtain initial financing. 

Along with the probable requirements for more 
appealing and better-finished houses, there may also 
emerge a need for “more-finished” housing products 
—for example, covering landscaping and attractive 
internal features. The trend toward the inclusion of 
various consumer durables in houses in the United 
States has not as yet emerged in Canada. Although 
changes would be required in current financing prac- 
tices and procedures, it is a possible development 
under more competitive conditions. 

Finally, there is more scope for liberalization in 
mortgage lending terms in Canada than in the United 
States, particularly as regards reductions in down- 
payments. There is considerable room for broadening 
not only the new housing market but also the market 
in existing dwellings, which in turn would encourage 
wider mobility of the population. 

Artuor J. R. Smita 
Economist, Canadian Office 


ACREAGE, OUTPUT AND SURPLUSES 


is again, or more properly still, a burning issue. 

Even though some remedial measures, such as 
reduction of acreage and marketing quotas, have been 
taken to bring about better balance, excessive stocks 
of many farm commodities continue to pile up— 
mostly in government inventory. 

Since the middle of 1952, the Commodity Credit 
Corporation’s holdings of price-supported commodi- 
ties have more than quadrupled, from $1.1 billion to 
$4.6 billion. Aside from the amount owned out- 
right by the government, an additional $2.7 billion 
worth of commodities are pledged for loans, the bulk 
of which will probably end up in CCC inventory. 
Hence, the CCC’s total investment in price-support 
commodities amounts to $7.2 billion. 

Oversupply of farm products has many serious 
ramifications. It tends to weaken prices and pull 
down farmers’ earnings. Lower farm income curtails 
purchasing power, and this in turn adversely affects 
those industries which depend heavily on the farm 
market. In addition, the accumulation of large stocks 
results in exorbitant storage costs. During the past 
year, for example, the CCC spent approximately 


“ae QUESTION of heavy agricultural surpluses 


$700,000 per day for storage alone. Then, too, sub- 


stantial losses are incurred through deterioration of 
products which are held too long. 

Actually the so-called agricultural surplus problem 
centers mainly around three crops—wheat, corn, and 
cotton. These three crops constitute three fourths 
of the total $7.2-billion investment in price supports; 
wheat alone makes up a third. 


NO NEW PROBLEM 


The problem of surpluses certainly is not a new 
one. The overexpansion of agricultural acreage dur- 
ing and immediately following World War I led di- 
rectly to widespread distress in the 1930’s. And 
while the farmer today is less burdened by debt than 
was the farmer a generation ago, and his prices are 
now supported by the government against another 
cataclysmic collapse, the imbalance between produc- 
tion and consumption of certain agricultural products 
is as acute as ever. 

Consumption of farm products has, of course, in- 
creased considerably since the 1920’s. But sharp 
gains in output per acre—reflecting advances in agri- 
cultural technology—have enabled production to ful- 


fil demand, apart from any increase in acreage. In 
consequence, the expansion in acreage that did take 
place from the late Thirties through the early Fifties 
threatens chronic surpluses until agricultural capacity 
is again brought into line with demand. 


AN EARLIER EXPERIENCE 


During World War I, and for at least one year 
afterwards, demand for farm products was stimulated 
by a high level of employment and prosperity here, 
coupled with heavy shipments abroad. To meet the 
swelling demand, farmers strove to expand their pro- 
duction as much as possible. Acreages were signifi- 
cantly increased for many crops. Among major crops, 
the greatest expansion took place in wheat. From 
1913 to 1919, 20 million additional acres of wheat 
were harvested, an increase of 40%. However, for 
most other crops, increases were of a much smaller 
magnitude. 

Since raising agricultural output tends to be a 
rather slow process (particularly in years when there 
are no spectacular advances in agricultural tech- 
nology such as have occurred in the past ten or 
fifteen years), output rose only 10% from 1913 to 
1919. In the same period, with demand outstripping 
supply, farm prices soared 115%. 

Foreign demand continued high during the first 
seven or eight months after the November, 1918, 
Armistice. From 1917 to 1919, agricultural exports 
rose 55% in volume and 110% in dollar value. The 
first blow to the farm economy occurred around the 
middle of 1919 when wartime credits to our allies 
began to dwindle rapidly. With an important source 
of dollars removed, a serious drop in foreign demand 
was precipitated. The immediate consequence was a 
drop in farm prices, and a severe slump in the dollar 
value of farm exports. From 1919 to 1920, the vol- 
ume of such exports fell 20%; by 1923, they were off 
30% in volume and 55% in value from the 1919 all- 
time high. 

By 1921, the depression had spread to the rest of 
the economy. Increased unemployment and falling 
incomes depressed the farm market further. 

The depression following World War I had a more 
severe impact on the farm sector than on the rest 
of the economy. National income originating in agri- 
culture dipped 10% in 1920 from the preceding year, 
and by 1921 had dropped a full 50% from the 1919 
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peak. National income from nonagricultural sources 
continued to rise in 1920, and then fell off 15% in 
1921. 

This slump in farm income stemmed primarily 
from the collapse of prices. During the second half 
of 1920, farm prices began to deteriorate very rapidly 
and within a year dropped 45%. Farm output actu- 
ally declined only 10%. Since prices paid by farmers 
for the goods and services they bought fell less 
sharply—28% over the year—purchasing power per 
unit of farm output fell 20%. 


PROBLEM OF PLANNING 


For the most part, when demand slackens in in- 
dustry, production tends to be cut back accordingly, 
and price drops are generally not so severe. In agri- 
culture, however, curtailment of production of a par- 
ticular crop cannot be effected on short notice. When 
demand begins to falter, and a farmer has already 
planted his next season’s crop, he has to wait until 
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the following year to reduce plantings. By the time 
the new crop is harvested, more than a year has 
elapsed and the demand picture may have changed 
materially. 

Besides the slowness of the farming process which 
prevents quick shifts in the output of individual com- 
modities, the farmer has less incentive to cut back 
production generally, because of his high fixed in- 
vestment. Reductions in output do not reduce ex- 
penses to the extent that they do in most industries. 
Also, farmers are at the mercy of unforeseeable con- 
tingencies such as bad weather and plant pests. In 
light of these possibilities, farmers are loathe to cut 
back acreages drastically. On the contrary, when 
prices start slipping, they often tend to raise produc- 
tion to make up for smaller per unit intake. Thus, 
agriculture is characterized by wide swings in prices. 

In the adjustment to the 1920-1921 depression, 
total acreage harvested was reduced only 3% (from 
1919 to 1922). However, for some items, especially 
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those which played an important role in foreign trade, 

contractions in acreage were quite pronounced. Cotton 
plantings were reduced 20% between 1918 and 1921, 
and wheat 30% by 1924. 

Had farmers emerged from the prosperous war 
years in good financial condition, the impact of the 
postwar depression might have been somewhat 
cushioned. However, this was not the case. When 
the economic débacle occurred, farmers were more 
heavily in debt than they were in 1914, directly be- 
fore the upward spiral of prices and incomes. From 
1916 to 1919, farming was lucrative and land values 
soared. During this period, many farmers dug into 
their savings and went into debt to get in on the 
land boom. 

It was also at this time that large numbers of 
young men who had left farms to serve in the army 
were returning. Instead of working as farm hands, 
many of them decided to buy their own farms, where 
they could raise families and build for the future. A 
sizable number of these purchasers saddled themselves 
with large mortgages. With material and labor short- 
ages during the war period, large-scale improvements 
on buildings and equipment had to be postponed. 
Consequently, when the depression set in, many farm- 
ers found themselves high and dry—with little or no 
savings, heavy debts, and their property in many 
instances in rather poor condition. These years were 
among the blackest for the farm community. 


INTERWAR PERIOD 


Farm prices started to firm up in 1922 and con- 
tinued to gain strength until 1925, when they reached 
the highest levels since their peak in the first half 
of 1920. After a dip in 1926, they remained relatively 
steady until the depression in 1930, when another 
drastic drop occurred. They continued to decline 
in the years following, and hit bottom in the early 
months of 1933. Agricultural prices in the first 
quarter of 1933 were 60% below 1929, and fully 75% 
below the 1920 peak. 

Agriculture, like the rest of the economy, had been 
catapulted into the deepest depression ever experi- 
enced in our country. Gross farm income dropped 
55%, while net farm income fell a full 70%. And since 
farmers’ costs dropped far less steeply than farm prices 
the parity ratio fell about 45%. The slump in de- 
mand for farm products was so steep that even enor- 
mous price cuts could not move all the crops. Sur- 
pluses piled up. As a matter of fact, they had become 
fairly chronic since the early 1920’s, when agriculture 
was faced with a decline in demand and a greatly 
expanded plant. 

In the 1920’s the straitened circumstances of the 
farmer stemmed primarily from a productive plant 
geared to heavy exports which dwindled after the 
war. As we entered the 1930’s, the problem of 


farm output was aggravated by weakened domestic 
demand. By this time enormous surpluses, low prices, 
and low incomes reached a crucial stage. Bank- 
ruptcies and foreclosures in the farm community were 
widespread. 

Legislative action to relieve the farmers’ acute de- 
pression was taken in May, 1933, with the passage of 
the Agricultural Adjustment Act. This Act was de- 
signed to raise farm prices and farmers’ incomes by 
bringing supply into better balance with demand 
through crop acreage restrictions. 

Then in the latter part of 1933, the Agricultural 
Administration set up the Commodity Credit Corpo- — 
ration to administer price support. At first, only cot- 
ton growers who adhered to acreage restrictions were — 
eligible for support loans. Soon corn was added to 
the program, and later other commodities were in- 
cluded. (It was not until we entered World War II 
that the list was materially expanded.) 

By 1936, stocks of farm commodities for the most 
part had been whittled down to more manageable 
proportions. This was partly owing to acreage regu- 
lation, but a severe drought in 1934, which affected a 
substantial portion of agriculture, also was a strong 
contributing factor. Among the crops, grains and 
cotton suffered the sharpest declines in output. Corn 
production dropped off by about 40% and cotton by 
25%. Spring wheat output fell to one half the 1933 
crop. However, winter wheat, which was not affected 
by drought, rose almost 20%, and largely counter- 
balanced the steep decline in spring wheat. 

As a result of lower production, prices of these 
commodities rose and stocks declined. Owing to the 
existence of huge inventories, supplies for the most 
part were adequate. 

The AAA was declared unconstitutional in 1936, 
and was subsequently succeeded by other legislation 
which continued price-support operations and acre- 
age allotments for an expanded number of farm 
products. 

By 1938, CCC stocks began to rise again, and by 
1941 once more approached unwieldy levels. The 
stimulation of demand following our entrance into 
World War II, however, helped drain off excessive 
inventories. 


RETURN TO SURPLUSES 


Unlike the aftermath of World War I, most farmers 
emerged from the last war in very favorable financial 
condition. From 1940 to 1946, farm proprietors’ sav- 
ings more than tripled,? and their debt declined 20%. 
Their equities more than doubled, rising from 80% of 
total farm assets to over 90%. Even after 1947-1948, 

1For some detail of the history of agricultural legislation, see 


te Floor Under Farm Prices,” The Business Record, September, 


*For a detailed historical analysis of farm saving, see “New Per- 
spectives on Saving,” in this issue of The Business Record. 


BUSINESS RECORD — 


when farm incomes began to decline from their peaks, 
purchases of equipment and consumer goods re- 
mained high. 

Especially large 1948 crops, coupled with a dip in 
exports, brought about price declines in the latter 
part of 1948. Farm products, especially wheat, cotton 
and corn, once again began to back up into CCC 
warehouses. This time the outbreak of hostilities in 
Korea in mid-1950 bailed us out of what threatened 
to be dangerously high levels of stocks. 

But, in 1952, exports fell off again, and for the 
past three years burdensome supplies of wheat, cot- 
ton and corn have been piling up. Production of 
wheat for 1952 through 1954 outstripped consump- 
tion (domestic disappearance plus net exports) by 
some 25%, cotton by nearly 20%, and corn by at 
least 5%. 

BIG GAIN IN WHEAT YIELD 


In the case of wheat, consumption in the past three 
years averaged 17% above the 1925-1929 levels. Tech- 
nological advances, however, have raised the yield 
per acre by 27%. Output of wheat consonant with 
recent consumption levels could actually have been 
accomplished with a reduction in acreage. Instead, 
there was a 10% increase in the number of acres 
harvested, resulting in the huge surpluses of recent 
years. (See chart.) 

Cotton consumption has been some 16% below the 
levels of the late Twenties. Yields have risen 80%. 
And even though acreage has been cut almost in 
half, it was not cut back enough to keep production 
from outpacing demand. 
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Of the three commodities, corn comes closest to 
being in balance. Over the past generation, acreage 
has decreased enough to have almost fully compen- 
sated for the 50% increase in yield per acre. 

In dollar terms, the CCC investment in corn is vir- 
tually the same as that for cotton, but from the 
standpoint of the size of the annual corn crop, the 
quantity of corn in CCC inventory or under loan is 
perhaps relatively less critical. The CCC investment 
in corn amounts to about 30% of a normal annual 
crop. In contrast, the CCC investment in wheat 
totals about as much as a full year’s output, and 
about 60% for cotton. 

Since the middle of 1952, CCC investment in these 
commodities has risen from $411 million to $2,633 
million for wheat; for cotton, from $49 million to 
$1,475 million; and for corn from $555 million to 
$1,437 million. 

Although substantial acreage cutbacks for wheat 
and cotton reduced output of each by nearly 20% 
in 1954, there has been no marked shrinkage in gov- 
ernment stocks. However, there has been a leveling 
off in recent months. On the basis of acreage allot- 
ments announced for 1955 crops, the output of these 
three commodities can be expected to hover around 
last year’s levels. 


TWO BASIC METHODS 


There are only two basic methods of bringing pro- 
duction of these crops into closer alignment with de- 
mand. One is to increase demand by increasing 
domestic consumption and/or foreign shipments to 
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the extent of the slack. This would require some 
downward adjustment in farm prices. Another 
method would be to reduce production via substantial 
acreage cuts. 

A long run attack upon chronic farm surpluses 
through a combination of these methods seems to be 
emerging in Congressional debate over agricultural 
legislation. In the past, readjustments forced upon 
the agricultural community have been harsh. The 
constructive feature of federal legislation holds out 
the promise of readjustment of capacity to demand 
without the distress of the early Twenties and 
Thirties. 


FLEXIBLE SUPPORTS 


Since high, rigid supports have often been pointed 
at as a leading factor in keeping prices from falling 
to levels which will move farm products into commer- 
cial channels, Congress last year passed a law rescind- 
ing mandatory price supports at 90% of parity for 
the basic commodities. For the 1955 crops, supports 
for the basic commodities, with the exception of 
tobacco, will range between 82.5% and 90% of parity, 
depending on supply. The more the supply of a com- 
modity exceeds normal requirements, the lower the 
support level will be.1 Beginning with the 1956 crops, 
the range for the basics will be 75% to 90% of parity. 

Since it will be several months before the bulk of 
the 1955 crops is harvested, it is still premature to 
calculate the magnitude of the effect of lower sup- 
ports in whittling down heavy accumulations. How- 
ever, the combination of lower prices, maintenance of 
production at recent levels, which are below the peaks 
of a few years ago, and signs of continued improve- 
ment in agricultural exports, seem to suggest that 
perhaps the farm community is on the threshold of a 
better balanced supply-demand relationship. 


Suirtey S. Horrman 
Division of Business Economics 


1Since the passage of the Agricultural Act of 1954 last August, 
support prices for 1955 crops have been announced as follows: wheat, 
82.5%; cotton, 90%; corn, 87%; peanuts, 90%; rice, 85%. 
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as bright as the glow from the nation’s blast furnaces. Some 
observers wonder worriedly whether the glowing boomlet 
reflected only abnormal activity in two lines—automobiles 
and construction—which they thought were quickly ex- 
hausting the available markets. 


“However, an entire panorama of industries were sharing 
in the revival of demand. It was true that auto plants were 
taking a larger-than-usual share of steel output, about 25%. 
However, mills were booked heavily with orders from pro- 


ducers of appliances, machine tools, farm equipment, wire, 
pipe, railroad equipment, and other items. 

“The momentum which became most noticeable in auto- 
mobile demand and output last fall has spread through many 
other related industries, thus setting up other waves of in- 
come and demand for many goods. Added support to the 
boomlet has come in recent months from defense orders, 
foreign markets, state and local spending for public works, 
and consumer demand, all of which were apparently above 
a year ago last month. 

“The possible exhaustion of consumer markets may be a 
vexation to some manufacturers, but an economy marked by 
more than 1 million new marriages each year and vast un- 
tapped markets (only 5% of all homes have air conditioners) 
should certainly be a source of reassurance rather than 
apprehension.” 


Metal Market 


Harlow H. Curtice, president of General Motors (annual 
meeting of General Motors shareholders), American Metal 
Market, May 21—‘“‘The outlook for business for the remainder 
of 1955 is good with continuing strength in all areas. .. . The 
indications are that total output this year by automobile 
industry in the United States and Canada and for export to 
other markets may reach 8,300,000 vehicles, close to the 1950 
peak of just over that figure. It could very well be the biggest 
year in the history of the industry.” 


Nickel 


Steel (June 6)—‘‘Despite the release of more metal in June, 
top-level government planners see no letup in the critical 
situation until late in 1956. Even if present expansion proj- 
ects develop fully, the shortage won’t be over until 1958... . 

‘Permanent relief in nickel can be seen in the long view, 
however. But first the stockpile program must be completed 
(most guesstimates are about 1958). New capacity being 
developed, most of which is under government contract, is 
coming in slowly because of technical difficulties. . . 

“The immediate future is in doubt, and nickel could end 
up under government controls for a while. While this un- 
doubtedly would be welcomed by some consumers that are 
having trouble getting the metal, it would be frowned upon 
by producers who felt the situation was getting better, 
especially regarding the government’s attitude.” 


Railroads 


The Outlook (May 30)—“Indications are that 1955 may 
prove to be the second best postwar year for the railroads. 
We estimate that combined net income of Class I roads will 
approximate $825 million, an increase of 22% over last year’s 
$674 million. ... 

“The railroads got off to an excellent start in the first 
quarter, when aggregate net income showed a year-to-year 
gain of 90%... . March net income not only was about 54% 
greater than in the 1954 month, but also topped the 1953 
experience (the best postwar year). 

“Tt can hardly be expected that improvement will continue 
at this rate. It is possible to foresee a year-to-year gain in 
net income of 75%-80% for the first half of 1955, but com- 


parisons in the closing months will be with a high base in 


the corresponding period of 1954. Actually, revenues are 
running only slightly ahead of 1954 (estimated increase of 
3.5% for the full year).” 
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(Special Compensation Issue) 


Executive Position Evaluation—some companies are introducing position evalu- 
ation to higher-level positions. They find that although it is desirable to 
pay executives on the basis of individual performance, evaluation is helpful 
in maintaining equitable base salaries. 


Current vs. Deferred Executive Compensation—There is no final and scien- 
tific answer as to what type of executive compensation will produce the 
best results for a company. In general, however, current payments— 
straight salary and bonuses—should be the foundation of any adequate 
salary structure. They can then be properly supplemented by deferred 
incentives. 


Wage and Salary Administration for Cost Control—periodic adjustment of 
wage and salary structures’ helps eliminate inequities. The two articles in 
this round table cover the various methods of keeping wages at a proper 
level within an industry or on a company-wide basis. 


Incentive Compensation and Increased Productivity—One new concept of 
incentives calls for their extension to a wide range of jobs never before 
considered suitable for such treatment. Other plans eliminate any time 
measurements, and instead give all workers an equal share in increased 
profits resulting from increased production. This round table discusses 
the pros and cons of these new systems. 
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This species has always flourished —and never more sc 
than today. Postwar figures on their restless comings and 
goings in and out of cities and out and in of states play hok 
with the otherwise more normal growth patterns of regions, 
states and metropolises. In planning locations for busin e 
expansion and in understanding market concentratio 
changes there is nothing quite like the Board's studies or 


Growth Patterns of Cities 


Growth Patterns of States’ 


In addition, an earlier work, equally valuable to mar R 
ftesearch people: 


# 


Growth Patterns of Industries 


can be of particular service to single- and line-produet 
companies in long-term planning for greater produ 
diversification. 


Read. and study these three books in the light of you 
individual company growth experience. They may hel 
you meet the challenge of the future, which, of course 
begins anew every day. a) 


If you don’t have these ‘Studies in Business Economics,’ 
&R write the Board asking for the Growth Patterns Packag: 
on Cities, States and Industries. Prices for quantitie 
upon request. . 
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